** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **
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Public Assistance Income, (continued)....
Rental INCOME........oiiiiiiiieee s
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Credit UtIIIZATION. .......eoeiieiieiiice ettt et e et e e s be e e e e sabn e e e snbb e e e snnneeas

Lo LT =S PSPPSRI

Judgments and/or LIENS.......ccccvvveviiieeiiiie e

Mortgage Payment HiStOry.........ccccevviieeiiiiee e
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Cash Reserve Requirements
Checking, Savings Money Market, Certificates of Deposit (CD), or Other Dep ository Accounts

Credit Cards........cooveieiniiieeniiie e
Depositon Sales Contract...........ccceevueeee.
Donations From Entities - Grants.............
Employer Assistance...........cccccecvveinnnnn.
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Large DEPOSITS......uveieiiiiie ittt

Lender Contributions / Lender Credit
Life INSUraNCe Cash VAIUE...........cooiiiiiiieie ettt e e e et e e e e e e st raa e e e e e e e e e
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SWEAL B UIY ..ttt ittt ettt sttt et e e st e e e st e e e et e e e e e e bb e e e br e e e nnba e e e nnbaee s
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Program DISCIOSUIES.........cccuviiiiiiieiiiiie e
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GeNEraAl....ceiiiieiiieee e
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Miscellaneous Forms
Document Warranties
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Power of Attorney.................
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Overview

Product This product description is designed to provide information on Truist’s standard

Summary Agency, Agency Plus, and Agency Plus Selectloan programs. Standard Agency
loan programs are offered through traditional underwriting, Fannie Mae’s Desktop
Underwriter (DU) and Freddie Mac’s Loan Product Advisor (LPA). The Agency Plus
and Agency Plus Select loan programs are offered through Fannie Mae’s DU and
Freddie Mac's LPA underwriting options only.

The underwriting guidelines allow for various scenarios in evaluating a borrower's
willingness and capacity to repay the mortgage loan. During the underwriting process:

confirm that information provided by the borrower during the loan application
processis accurate and complete;

include documentation in the loan file that supports the assessment of the
borrower’s credit history, employment and income, assets, and other financial
information used for qualifying;

conduct acomprehensive riskassessment of each mortgage loan application; and

render a decision to either approve or decline the mortgage loan application,
regardless of AUS findings.

Unless otherwise stated, the guidelines outlined in this product description apply for
standard Agency, Agency Plus, and Agency Plus Select loan transactions.

Fannie Mae Loan Programs

This product description provides product guidelines and requirements for the
following Fannie Mae loan programs:
e Agency:

e Fully Amortizing Fixed Rate, and

e Fully Amortizing 5/6-Month, 7/6-Month, and 10/6-Month SOFR ARMs.

e Agency Plus:
e Fully Amortizing Fixed Rate, and
e Fully Amortizing 5/6-Month, 7/6-Month, and 10/6-Month SOFR ARMs.

e Agency Plus Select:
e Fully Amortizing Fixed Rate

All DU processed loans mustreceive a DU “Approve/Eligible” or an acceptable
DU “Approve/lneligible” recommendation.

Reference: See “Fannie Mae DU Loans” in the “Underwriting the Borrower” topic
for additional information regarding acceptable DU “Approve/lneligible”
recommendations.

Continued on next page
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Overview, Continued

Product Freddie Mac Loan Programs
Summary, e This product description provides product guidelines and requirements for the
continued following Freddie Mac loan programs:

e Agency:

e Fully Amortizing Fixed Rate, and
e Fully Amortizing 5/6-Month, 7/6-Month, and 10/6-Month SOFR ARMs.

e Agency Plus:
e Fully Amortizing Fixed Rate, and
e Fully Amortizing 5/6-Month, 7/6-Month, and 10/6-Month SOFR ARMs.

e Agency Plus Select:
e Fully Amortizing Fixed Rate

e Higher-Priced Mortgage Loans (HPMLs) and Higher-Priced Covered

Transactions (HPCTSs) eligible for sale to Freddie Mac must be one of the
following mortgage products:

o Afixed-rate mortgage
¢ An ARM with an initial period of five, seven, or ten years.
e AllLPA processed loans must receive an LPA “Accept/Eligible” recommendation.

Related Bulletins

General Related bulletins are provided below in PDF format. To view the list of published
bulletins, select the applicable year below.
o 2022
o 2021
e 2020
e 2019
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Loan Terms

Amortization e Fully Amortizing Fixed Rate: 10-30 years

Terms e  The minimum original term permitted is 85 months.
e Fully Amortizing 5/6-Month and 7/6-Month SOFR ARMs: 10-30 years
e Fully Amortizing 10/6-Month SOFR ARM: 15-30 years

Minimum Loan Agency
Amount There is no minimum loan amount.

Agency Plus

$647,201 for one unit properties
$828,701 for two unit properties
$1,001,651 for three unit properties
$1,244,851 for four unit properties

Agency Plus Select
e $647,201 for one unit properties

Note: For Agency Plus and Agency Plus Select loans, the minimum loan amount is
always one ($1) dollar above the standard Agency conforming loan amount for one
to four unit properties.

Maximum Loan Agency

Amount e  $647,200 for one unit properties
e $828,700 for two unit properties
e $1,001,650 for three unit properties
e $1,244,850 for four unit properties
Agency Plus
e Agency Plusloans are available ONLY in high cost areas (as defined by HUD).
Click here for the specific loan limits for each high-cost area, as released by the
Federal Housing Finance Agency.
e The maximum loan amount will vary based on the location of the subject
property; however, willNEVER exceed:
e $970,800 for one unit properties,
e $1,243,050 for two unit properties,
e $1,502,475 for three unit properties, and
e $1,867,275 for four unit properties.
Agency Plus Select
e Agency Plus Select loans are available ONLY in high cost areas (as defined by
HUD). Click here for the specific loan limits for each high-cost area, as released
by the Federal Housing Finance Agency.
e The maximum loan amount will vary based on the location of the subject
property; however, will NEVER exceed $970,800 for one unit properties.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Loan Terms, Continued

Agency
Maximum
LTV/TLTV/
HTLTV Ratio

Requirements

Primary Residence

Note: Standard Agency LPA transactions with an LTV, TLTV, and/or HTLTV ratio greater than
95% are referred to by Freddie Mac as HomeOneS™ Mortgages. Any specific requirements
that apply for these transactions, that differ from standard Agency LPA requirements, are
referenced in Truist LPA guidelines as requirements for transactions with an LTV, TLTV,
and/or HTLTV ratio greater than 95%.

Agency
Primary Residence — Fixed Rate
Purpose ‘ # of ‘ LTV/TLTV/HTLTV | LTWTLTV/HTLTV for  LTV/TLTV/HTLTV
Units | for Non-AUS Loans DU Loans for LPA Loans
Purchase 1 95%/95%1/95% 97%3/97%% 23/97%3 | 97%5/97%1°5/97%5
2 85%1/85%1/85% 85%1/85%1/85% 85%/85%/85%
3 75%175%Y75% 75%I75%Y75% 80%/80%/80%
4 75%175%Y75% 75%I75%Y/75% 80%/80%/80%
Limited 1 95%/95%1/95% 97%%197%1 24197%* | 97%5/97%17/97%°
Cash-Out 2 85%1/85%1/85% 85%1/85%1/85% 85%7/85%/85%
Refinance 3 75%175%Y75% 75%I75%Y75% 80%/80%/80%
(Rate/ 4 75%/75%Y75% 75%175%/75% 80%/80%/80%
Term)
Cash-Out 1 80%7/80%/80% 80%/80%/80% 80%/80%/80%
Refinance 2 75%175%/75% 75%I75%/75% 75%/75%/75%
3 75%175%175% 75%175%/75% 75%I75%175%
4 75%I75%/75% 75%I75%/75% 75%I75%/75%

1For non-AUS and DU transactions, the TLTV may exceed the limits stated above up to
105% only if the mortgage is part of a Community Seconds transaction. For LPA
transactions, the TLTV may exceed the limits stated above up to 105% only if the
secondary financingis an Affordable Second.

2|f the mortgageis part ofa Community Seconds transaction and the LTV is 95% or less:
(1) at least one borrower is notrequired to be a first-time homebuyer; and/or (2) Fannie
Mae is notrequired to be the owner of the existing mortgage.

3 For DU purchasetransactions with LTV/TLTV/HTLTV ratios greater than 95%, at least
one borrower must be a first-time homebuyer.

4For DU limited cash outrefinances with LTV/TLTV/HTLTV ratios greater than 95%,
Fannie Mae must be the owner of the existing mortgage.

5ForLPA purchasetransactions with aLTV, TLTV, and/or HTLTV ratio greater than 95%,
at leastone borrower must be a first-time homebuyer.

8ForLPA “no cash-out’ refinances with LTV and/or HTLTV ratios greater than 95%, the
mortgage being refinanced mustbe owned in whole orin partor securitized by Freddie
Mac.

"ForLPA “no cash-out” refinances with TLTV ratios greater than 95% with secondary
financingthatis not an Affordable Second, the mortgage being refinanced must be
owned in wholeorin partor securitized by Freddie Mac. For LPA “no cash-out’
refinances with TLTV ratios greater than 95% with secondary financingthatis an
Affordable Second, the mortgage being refinanced does nothave to be owned or
securitized by Freddie Mac.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Loan Terms, Continued

Agency Primary Residence, continued
Maximum
LTV/TLTV/ Agency
HTLTV Ratio Primary Residence - 5/6-Month, 7/6-Month & 10/6-Month SOFR ARMs
Requirements, |
continued Purpose # of LTVITLTV/HTLTV LTVITLTV/HTLTV LTVITLTV/HTLTV
Units for Non-AUS Loans for DU Loans for LPA Loans
Purchase 1 95%/95%/95% 95%/95%/95% 95%/95%/95%
2 85%/85%1/85% 85%/85%1/85% 85%0/85%/85%
3 75%/75%Y75% 75%/75%Y/75% 80%/80%/80%
4 75%/75%Y75% 75%/75%Y/75% 80%/80%/80%
Limited 1 95%/95%/95% 95%/95%/95% 95%/95%/95%
Cash-Out 2 85%/85%1/85% 85%/85%1/85% 85%/85%/85%
Refinance 3 75%/75%Y/75% 75%/75%Y/75% 80%/80%/80%
(Rate/ 4 75%/75%Y75% 75%175%Y/75% 80%/80%/80%
Term)
Cash-Out 1 80%/80%/80% 80%7/80%/80% 80%/80%/80%
Refinance 2 75%/75%/75% 75%/75%/75% 75%/75%/75%
3 75%I/75%/75% 75%/75%/75% 75%/75%/75%
4 75%/75%/75% 75%/75%/75% 75%/75%/75%
IFornon-AUS and DU 5/6-Month, 7/6-Month, and 10/6-Month SOFR ARM transactions
only,the TLTV may exceed the limits stated above up to 105% only ifthe mortgageis
part ofa Community Seconds transaction.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Loan Terms, Continued

Agency Second Home
Maximum
LTV/TLTV/ Agency
HTLTV Ratio Second Home - Fixed Rate
Requirements,
continued Purpose LTV/ITLTV/HTLTV LTVITLTV/HTLTV LTV/TLTV/HTLTV
for Non-AUS Loans for DU Loans for LPA Loans
Purchase Not Eligible 90%90%/90% 90%/90%/90%
Limited Not Eligible 90%90%/90% 90%/90%/90%
Cash-Out
Refinance
(Rate/
Term)
Cash-Out Not Eligible 75%/75%/75% 75%/75%/75%
Refinance
Agency
Second Home — 5/6-Month, 7/6-Month & 10/6-Month SOFR ARMs
Purpose LTVITLTV/HTLTV LTVITLTV/HTLTV LTVITLTV/HTLTV
for Non-AUS Loans for DU Loans for LPA Loans
Purchase Not Eligible 90%/90%/90% 90%/90%/90%
Limited Not Eligible 90%/90%/90% 90%/90%/90%
Cash-Out
Refinance
(Rate/
Term)
Cash-Out Not Eligible 75%/75%/75% 75%/75%/75%%
Refinance
Continued on next page
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Loan Terms, Continued

Agency Investment Property
Maximum
LTV/TLTV/ Agency
HTLTV Ratio Investment Property — Fixed Rate
Requirements,
continued Purpose # of LTVITLTV/HTLTV LTVITLTV/HTLTV LTVITLTV/HTLTV
Units | for Non-AUS Loans for DU Loans for LPA Loans
Purchase 1 Not Eligible 85%/85%/85% 85%/85%/85%
2 Not Eligible 75%I/75%/75% 75%/75%/75%
3 Not Eligible 75%/75%/75% 75%/75%/75%
4 Not Eligible 75%I/75%/75% 75%/75%/75%
Limited 1 Not Eligible 75%/75%/75% 85%/85%/85%
Cash-Out 2 Not Eligible 75%I75%/75% 75%/75%/75%
Refinance 3 Not Eligible 75%/75%/75% 75%/75%/75%
(Rate/ 4 Not Eligible 75%/75%/75% 75%/75%/75%
Term)
Cash-Out 1 Not Eligible 75%I/75%/75% 75%/75%/75%
Refinance 2 Not Eligible 70%/70%/70% 70%/70%/70%
3 Not Eligible 70%/70%/70% 70%/70%/70%
4 Not Eligible 70%/70%/70% 70%/70%/70%
Agency
Investment Property — 5/6-Month, 7/6-Month & 10/6-Month SOFR ARMs
Purpose # of LTVITLTV/HTLTV LTVITLTV/HTLTV LTVITLTV/HTLTV
Units  for Non-AUS Loans for DU Loans for LPA Loans?
Purchase 1 Not Eligible 85%/85%/85% 85%/85%/85%
2 Not Eligible 75%/75%/75% 75%/75%/75%
3 Not Eligible 75%/75%/75% 75%/75%/75%
4 Not Eligible 75%/75%/75% 75%/75%/75%
Limited 1 Not Eligible 75%/75%/75% 85%0/85%/85%
Cash-Out 2 Not Eligible 75%/75%/75% 75%/75%/75%
Refinance 3 Not Eligible 75%]/75%/75% 75%I/75%/75%
(Rate/ 4 Not Eligible 75%/75%/75% 75%/75%/75%
Term)
Cash-Out 1 Not Eligible 75%/75%/75% 75%/75%/75%
Refinance 2 Not Eligible 70%/70%/70% 70%/70%/70%
3 Not Eligible 70%/70%/70% 70%/70%/70%
4 Not Eligible 70%/70%/70% 70%/70%/70%
Lif the borrower owns more than one financed investment property, the loan is noteligible
forfinancing as an Agency 5/6-Month SOFR ARM.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Loan Terms, Continued

Agency Plus
Maximum
LTVITLTV/
HTLTV Ratio
Requirements

Primary Residence

Purpose # of
Units

Agency Plus
Primary Residence - Fixed Rate

LTVITLTV/HTLTV
for Non-AUS Loans

LTVITLTV/HTLTV

for DU Loans

LTVITLTV/HTLTV
for LPA Loans

Purchase 1 Not Eligible 95%1/95%1/95% 95%/95%/95%
2 Not Eligible 85%/85%/85% 85%0/85%/85%
3 Not Eligible 75%/75%Y/75% 80%/80%/80%
4 Not Eligible 75%/75%Y/75% 80%/80%/80%
Limited 1 Not Eligible 95%/95%1/95% 95%/95%/95%
Cash-Out 2 Not Eligible 85%/85%/85% 85%/85%/85%
Refinance 3 Not Eligible 75%I75%Y/75% 80%/80%/80%
(Rate/ 4 Not Eligible 75%175%Y75% 809%6/80%/80%
Term)
Cash-Out 1 Not Eligible 809%/80%/80% 809%6/80%/80%
Refinance 2 Not Eligible 75%/75%/75% 75%/75%/75%
3 Not Eligible 75%/75%/75% 75%/75%/75%
4 Not Eligible 75%/75%/75% 75%/75%/75%
1The TLTV may exceed the limits stated above up to 105% only ifthe mortgageis partofa
Community Seconds transaction.

Agency Plus
Primary Residence - 5/6-Month, 7/6-Month & 10/6-Month SOFR ARMs

LTVITLTV/HTLTV
for LPA Loans

LTVITLTV/HTLTV
for DU Loans

# of LTVITLTV/HTLTV
Units for Non-AUS Loans

Purpose

Purchase 1 Not Eligible 95%/95%/95% 95%/95%/95%
2 Not Eligible 85%/85%/85% 85%/85%/85%
3 Not Eligible 75%/75%/75% 80%/80%/80%
4 Not Eligible 75%/75%Y75% 80%/80%/80%
Limited 1 Not Eligible 95%/95%1/95% 95%/95%/95%
Cash-Out 2 Not Eligible 85%1/85%/85% 85%/85%/85%
Refinance 3 Not Eligible 75%/75%Y75% 80%/80%/80%
(Rate/ 4 Not Eligible 75%/75%Y75% 80%/80%/80%
Term)
Cash-Out 1 Not Eligible 80%/80%/80% 809%6/80%/80%
Refinance 2 Not Eligible 75%/75%/75% 75%/75%/75%
3 Not Eligible 75%/75%/75% 75%/75%/75%
4 Not Eligible 75%/75%/75% 75%/75%/75%
LFor DU 5/6-Month, 7/6-Month, and 10/6-Month SOFR ARM transactions only,the TLTV
may exceed the limits stated above up to 105% only ifthe mortgageis part ofa
Community Seconds transaction.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Loan Terms, Continued

Agency Plus Second Home

Maximum

LTV/TLTV/ Agency Plus

HTLTV Ratio Second Home - Fixed Rate

Requirements,

continued Purpose ‘ # of LTVITLTV/HTLTV LTVITLTV/HTLTV LTVITLTV HTLTV

Units | for Non-AUS Loans for DU Loans for LPA Loans
Purchase 1 Not Eligible 90%/90%/90% 90%/90%/90%
Limited 1 Not Eligible 90%/90%/90% 90%/90%/90%
Cash-Out
Refinance
(Rate/
Term)
Cash-Out - O TEOA TG
Refinance 1 Not Eligible 75%I75%/75% 75%/75%/75%
Agency Plus
Second Home - 5/6-Month, 7/6-Month & 10/6-Month SOFR ARMs
Purpose ‘ # of LTVITLTV/HTLTV LTVITLTV/IHTLTV LTVITLTV HTLTV
Units | for Non-AUS Loans for DU Loans for LPA Loans
Purchase 1 Not Eligible 90%/90%/90% 90%/90%/90%
Limited 1 Not Eligible 90%/90%/90% 90%/90%/90%
Cash-Out
Refinance
(Rate/
Term)
ngslgaggé 1 Not Eligible 75%/75%/75% 75%/75%/75%
Continued on next page
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Loan Terms, Continued

Agency Plus Investment Property
Maximum
LTV/TLTV/ Agency Plus
HTLTV Ratio Investment Property - Fixed Rate
Requirements,
continued Purpose # of LTVITLTV/HTLTV LTVITLTV/HTLTV LTVITLTV/HTLTV
Units for Non-AUS Loans for DU Loans for LPA Loans
Purchase 1 Not Eligible 85%/85%/85% 85%/85%/85%
2 Not Eligible 75%I/75%/75% 75%/75%/75%
3 Not Eligible 75%/75%/75% 75%/75%/75%
4 Not Eligible 75%I/75%/75% 75%/75%/75%
Limited 1 Not Eligible 75%/75%/75% 85%/85%/85%
Cash-Out 2 Not Eligible 75%I75%/75% 75%/75%/75%
Refinance 3 Not Eligible 75%I/75%/75% 75%/75%/75%
(Rate/ 4 Not Eligible 75%/75%/75% 75%/75%/75%
Term)
Cash-Out 1 Not Eligible 75%I/75%/75% 75%/75%/75%
Refinance 2 Not Eligible 70%/70%/70% 70%/70%/70%
3 Not Eligible 70%/70%/70% 70%/70%/70%
4 Not Eligible 70%/70%/70% 70%/70%/70%
Agency Plus
Investment Property - 5/6-Month, 7/6-Month & 10/6-Month SOFR ARMs
Purpose ‘ # of LTVITLTV/HTLTV LTVITLTV/HTLTV LTVITLTV/HTLTV
Units | for Non-AUS Loans for DU Loans for LPA Loans?
Purchase 1 Not Eligible 85%/85%/85% 85%/85%/85%
2 Not Eligible 75%I/75%/75% 75%/75%/75%
3 Not Eligible 75%/75%/75% 75%/75%/75%
4 Not Eligible 75%/75%/75% 75%I/75%/75%
Limited 1 Not Eligible 75%I/75%/75% 85%/85%/85%
Cash-Out 2 Not Eligible 75%I/75%/75% 75%I75%/75%
Refinance 3 Not Eligible 75%/75%/75% 75%/75%/75%
(Rate/ 4 Not Eligible 75%I/75%/75% 75%/75%/75%
Term)
Cash-Out 1 Not Eligible 75%/75%/75% 75%/75%/75%
Refinance 2 Not Eligible 70%/70%/70% 70%/70%/70%
3 Not Eligible 70%/70%/70% 70%/70%/70%
4 Not Eligible 70%/70%/70% 70%/70%/70%
LIf the borrower owns more than onefinanced investmentproperty, the loan is noteligible
forfinancingas an Agency 5/6-Month SOFR ARM.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Loan Terms, Continued

Agency Plus Primary Residence

Select
Maximum Agency Plus Select
LTV/TLTV/ Primary Residence - Fixed Rate
HTLTV Ratio Purpose # of LTV/ITLTV/HTLTV LTV/TLTV/HTLTV LTVITLTV/HTLTV
Requirements Units for Non-AUS Loans for DU Loans for LPA Loans
Purchase 1 Not Eligible 90%/90%/90% 90%/90%/90%
Limited 1 Not Eligible 90%/90%/90% 90%/90%/90%
Cash-Out
Refinance
(Rate/
Term)
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Loan Terms, Continued

ARM Reference: See Program Disclosures subtopic in the Application and Consumer

Disclosures Compliance topic subsequently presented in this product description for additional
information.

ARM Conversion Option

Parameters A conversion option is not available. All ARM products are non-convertible.

Interest Rate Adjustment
e The interest rate is fixed for the initial period and is then subject to change with a

specified frequency thereafter, using the most recentindex figure available 45

days prior to the interest rate adjustment, as follows:

e 5/6-Month, 7/6-Month, and 10/6-Month SOFR ARMs: Following the initial
fixed rate period (i.e., 60 months for the 5/6-Month ARM, 84 months for the
7/6-Month ARM, and 120 months for the 10/6-Month ARM), subsequent
interest rate adjustments will occur every 6 months.

Index
The 30-day average of the Secured Overnight Financing Rate (SOFR) index as
published by the Federal Reserve Bank of New York.

Margin/Floor
e For5/6-Month, 7/6-Month, and 10/6-Month SOFR ARMs, the margin is 3.00%

Note: See Truist’s pricing adjustment sheet for applicable margin add-ons.
e The marginis also the floor.

Interest Rate Caps
The following table shows caps that apply to the applicable ARM programs.

ARM ‘ Caps Index ‘
Program

5/6-Month e 2% cap, up or down, on theinitial change, SOFR

ARM e 1% cap, up or down, on each subsequent 6-month

changethereafter,and
o 5% lifetime cap (over the noterate).

7/6-Month e 5% cap, up or down,on theinitial change, SOFR
and 10/6- e 1% cap, up or down, on each subsequent 6-month
Month ARMs changethereafter, and

e 5% lifetime cap (over the noterate).

Continued on next page
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Loan Terms, Continued

Assumability e Fixedrate products are not assumable, exceptas permitted by state and federal law.

Provisions e The 5/6-Month, 7/6-Month, and 10/6-Month ARMs are assumable after the initial
fixed rate period (i.e., after 60 months for the 5/6-Month ARM, after 84 months for
the 7/6-Month ARM, and after 120 months for the 10/6-Month ARM).

e Borrower(s) mustcontacttheir current mortgage servicer for additional information.

Interest Only Interest only transactions are not eligible under the Agency loan program.

Parameters

Multiple Non-AUS

Financed e Limits onthe Numberof Financed Properties
The following table describes the limits that apply to the number of financed
properties a borrower may have.

Properties for .
the Same
Borrower

Subject Property Occupancy Maximum Number of Financed

Primary residence No limit

Properties

Second home 6
Investmentproperty

The number of financed properties calculation includes:

the number of one- to four-unit residential properties where the borrower
is personally obligated on the mortgage(s), even if the monthly housing
expense is excluded from the borrower’'s DTl in accordance with the
requirements outlined in the “Debt Paid by Others / Contingent
Liabilities” subtopic subsequently presented in the “Liabilities” topic;

the total number of properties financed, not to the number of mortgages
on the property or the number of mortgages sold to Fannie Mae (a
multiple unit property counts as one property, such as a two-unit);

the borrower’s primary residence if it is financed; and

the cumulative total for all borrowers (though jointly financed properties

are only counted once).

The following property types are not subject to these limitations, even if the
borrower is personally obligated on a mortgage on the property:

commercial real estate,

multif amily property consisting of more than four units,

ownership in a timeshare,

ownership of a vacant lot (residential or commercial), or

ownership of a manufactured home on a leasehold estate not titled as
real property (chattel lien on the home).

Continued on next page
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Loan Terms, Continued

Multiple Non-AUS, continued
Financed e Examples — Counting Financed Properties

Properties for o
the Same
Borrower,
continued

The borrower is personally obligated on mortgages securing two
investment properties and the co-borrower is personally obligated on
mortgages securing three other investment properties, and they are
jointly obligated on their primary residence mortgage. The borrower is
refinancing the mortgage on one of the two investment properties. Thus,
the borrowers have six financed properties.

The borrower and co-borrower are purchasing an investment property
and they are already jointly obligated on the mortgages securing five
other investment properties. In addition, they each own their own
primary residence and are personally obligated on the mortgages. The
new property being purchased is considered the borrowers' eighth
financed property.

The borrower is purchasing a second home and is personally obligated
on his or her primary residence mortgage. Additionally, the borrower
owns four two-unit investment properties that are financed in the name
of alimited liability company (LLC) of which he or she has a 50%
ownership. Because the borrower is not personally obligated on the
mortgages securing the investment properties, they are not included in
the property count and the resultis only two financed properties.

The borrower is purchasing and financing two investment properties
simultaneously. The borrower does not have a mortgage lien against his
or her primary residence but does have a financed second home and is
personally obligated on the mortgage, two existing financed investment
properties and is personally obligated on both mortgages, and a
financed building lot. In this instance, the borrower will have five
financed properties because the financed building lot is notincluded in
the property count.

e Reserve Requirements
e Additional reserve requirements apply to second home and investment
property transactions based on the number of financed properties the
borrower will have. The borrower must have sufficient assets to close after
meeting the minimum reserve requirements. See the “Cash Reserve
Requirements” subtopic within this d ocument for the additional reserve
requirements.

e Truist Borrower Exposure
e ForAgency loans, Truist does not limit the total number of loans available to
an individual borrower or the outstanding dollar total of loans held by Truist.

Continued on next page
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Loan Terms, Continued

Multiple Fannie Mae DU

Financed Follow DU requirements, which are the same as non-AUS guidelines, except as
Properties for outlined below:

the Same e Limits onthe Number of Financed Properties

Borrower, e If the borrower is financing a second home or investment property, the
continued maximum number of financed properties the borrower can have is ten.

If the borrower will have one to six financed properties, standard
eligibility requirements apply (for example, LTV ratios and minimum
credit scores).

If the borrower will have seven to ten financed properties, the mortgage
loan must have a minimum representative credit score of 720; all other
standard eligibility requirements apply.

e Applying the Multiple Financed Property Requirements to DU Loan
Casefiles

DU will determine the number of financed properties for the loan casefile

based on the following ap proach:

e If the Number of Financed Properties field is completed, DU will use
that as the number of financed properties. The lender must complete
this field with the number of financed one- to four-unit residential
properties (including the subject transaction) for which the
borrower(s) are personally obligated.

¢ If the Number of Financed Properties field is not provided, DU will
use the number of residential properties in the Real Estate Owned
(REO) sectionthat include a mortgage payment, or that are
associated witha mortgage or HELOC, as the number of financed
properties. Properties that are identified as commercial, multifamily,
land or farm in the Other Descriptionfield in the online loan
application will not be used when determining the number of
financed properties.

e If the Number of Financed Properties field and the REO information
was not provided, DU will use the number of mortgages and
HELOC:s disclosed in the liabilities section of the loan application as
the number of financed properties. (Applies to the online application
for the Form 1003/05 (rev.6/09).)

¢ When none of the information above is provided on the loan
application, DU will use the number of mortgages and HELOCs
disclosed onthe credit report as the number of financed properties.

Note: In order to account for the subject property, DU will add “1” to the
number of financed properties on purchase and construction
transactions when the REO section, number of mortgages on the
application, or number of mortgages on the credit report are used as the
number of financed properties.

e After determining the number of financed properties, DU will use that value
to assess the eligibility of the loan, including the minimum representative
credit score requirement for seven to ten financed properties, and the
minimum required reserves the lender must verify.

Continued on next page
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Loan Terms, Continued

Multiple Fannie Mae DU, continued

Financed

o DU will issue a message informing the lender of the number of financed

Properties for properties that DU used and where that information was obtained (Number
the Same of Financed Properties field, REO section, number of mortgages on
Borrower, application, or number of mortgages on credit report). If DU used the
continued information provided in the Number of Financed Properties field or in the
REO section, and that information is inaccurate, the lender must update the
data and resubmit the loan casefile to DU. If DU used the number of
mortgages and HELOCs on the loan application or credit report as the
number of financed properties, and that number is inaccurate, the lender
must provide the correct number in the Number of Financed Properties field,
or complete the REO section of the loan application and resubmit the loan
casefile to DU.
e Delivery Requirements for Investor and Second Home Borrowers with
Seven to Ten Financed Properties
e SFC 150 must be captured when the subject property is a second home or
investment property and the borrower will have seven to 10 financed
properties.
Freddie Mac LPA
Follow LPA requirements, which are as follows:
o Ifthe mortgage is secured by the borrower’s primary residence, there are no limitations
on the number of properties thatthe borrower can currently be financing.
e If the mortgage is secured by the borrower’'s second home or investment property,
each borrower individually and all borrowers collectively must not be obligated on
(e.g., Notes, land contracts and/or any other debt or obligation) more than ten 1-
to 4-unit financed properties, including the subject property and the borrower's
primary residence.
o Whenthe numberof 1-to 4-unit financed properties (including the subject property
and the borrower’s primary residence) is greater than six, the mortgage must have
a minimum indicator score of 720.
o Examplesof financed properties thatdo nothaveto be counted intheselimitations
include:
e Commercial real estate
o Multifamily (five or more units) real estate
e Timeshares
e Undeveloped land
¢ Manufactured homes not titled as real property (chattel lien), unless the
property is situated on the land that is titled as real property
e Property titled in the name of the borrower's business provided that the
borrower, in his or her individual capacity, is not obligated on notes, land
contracts and/or any debt or obligation related to such property
e Property titled in the name of a trust where the borrower is a trustee, provided
that the borrower in his or her individual capacity, is not obligated on notes,
land contracts and/or any debt or obligation related to such property
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Loan Terms, Continued

Multiple Freddie Mac LPA, continued

Financed ¢ The following additional requirement applies for investment properties:
Properties for e Freddie Mac will purchase investment property mortgages made to borrowers
the Same who own more than one financed investment property, provided that the
Borrower, investment property mortgage being sold to Freddie Mac is:

continued o Aneligible fixed-rate, level-payment mortgage, or

e A 7/6-Month or 10/6-Month ARM.

e Truist Delivery Requirements for Investor and Second Home Borrowers with
Seven to Ten Financed Properties
e SFC 150 must be captured when the subject property is a second home or
investment property and the borrower will have seven to 10 financed
properties.

e Truist Borrower Exposure
e ForAgency loans, Truist does not limit the total number of loans available to
an individual borrower or the outstanding dollar total of loans held by Truist.

Ability-to-Repay and Qualified Mortgage

General Reference: See the “Ability-to-Repay and Qualified Mortgage” topic in Section 1.05:
Underwriting for guidance.
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Eligible Transactions

Calculation of Non-AUS
LTV/TLTV/HTLTV e Calculation of the LTV Ratio
Ratios ¢ The maximum allowable LTV ratio for a first mortgage is based on a number of
factors including, the representative credit score, the type of mortgage product,
the number of dwelling units, and the occupancy status of the property.
e The following table describes the requirements for calculating LTV ratios for a

first mortgage transaction. The result of these calculations must be truncated
(shortened) to two decimal places, then rounded up to the nearest whole
percent. For example:

e 94.01% will be delivered as 95%, and

e 80.001% will be delivered as 80%.

Note: The rounding rules noted above also apply to the TLTV and HTLTV
ratio calculations. Lenders' systems must contain rounding methodology
that results in the same or a higher LTV ratio.

Type of Transaction Calculation of the LTV Ratio

Purchase Money Dividethe original loan amountby the
Transactions property value. (The property valueis the
lower of the sales priceorthe current
appraised value.)

Refinance Transactions Dividethe original loan amountby the
property value. (The property valueis the
currentappraised value.)

Mortgages with Financed | Dividethe original loan amountplus the
Mortgage Insurance financed mortgage insurance by the
property value. (The property valueis the
lower of the sales price or the current
appraised value.)

Notes:

e The LTV ratio calculations shown above may differ for certain
mortgage loans. For details on these differences, see the
“Construction Lending — Single-Closings,” “Installment Land Contract,”
“Fannie Mae’s HomeStyle® Energy for Improvements on Existing
Properties / Freddie Mac’s Energy Conservation Improvements,”
“Fannie Mae’s HomeStyle® Renovation Mortgage,” “Mortgage
Insurance,” and “Properties with Resale Restrictions” subtopics
outlined in this document.

e The original loan amount is the amount of the loan as indicated by the
note.

e Truist provides the following GSE clarification:

o Forapurchase transaction involving a newly constructed home,
multiple contracts may not be combined to determine the purchase
price for the mortgage transaction (for example, a new home
purchase contract combined with a new swimming pool contract).

Continued on next page
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Eligible Transactions, Continued

Calculation of Non-AUS, continued

LTV/TLTV/HTLTV

Ratios, e Calculation of the TLTV Ratio

continued e Forfirst mortgage loans that are subjectto subordinate financing, the lender

must calculate the LTV ratio and the TLTV ratio. For first mortgage loans that
are subject to a HELOC, see the “Calculation of the HTLTV Ratios” guidance
provided below. For all other subordinate liens, see the “Secondary Financing”
topic subsequently presented in this document for additional information.

The TLTV ratio is determined by dividing the sum of the items listed below

by the lesser of the sales price or the appraised value of the property.

e the original loan amount of the first mortgage,

e the drawn portion (outstanding principal balance) of a HELOC, and

e the unpaid principal balance of all closed-end subordinate financing.
(With a closed-end loan, a borrower draws down all funds on day one
and may not make any payment plan changes or access any paid-down
principal once the loan is closed.)

Note: For each subordinate liability, in order for the lender to accurately
calculate the TLTV ratio for eligibility and underwriting purposes, the lender
mustdetermine the drawn portion of all HELOCs, if applicable, and the unpaid
principal balancefor all closed-end subordinate financing. If any subordinate
financing is notshown on a creditreport, the lender mustobtain
documentation from the borrower or creditor.

If the borrower discloses, or the lender discovers, new (or increased)
subordinate financing after the underwriting decision has been made, up to
and concurrent with closing, the lender must re-underwrite the mortgage
loan.

Note: The TLTV ratio calculation may differ for certain mortgage loans. For
details on these differences, see the “Construction Lending — Single-
Closings,” “Installment Land Contract,” “Fannie Mae’s HomeStyle® Energy for
Improvements on Existing Properties / Freddie Mac’s Energy Conservation
Improvements,” “Fannie Mae’s HomeStyle® Renovation Mortgage,” and
“Properties with Resale Restrictions” subtopics outlined in this document.

Calculation of the HTLTV Ratio

e For first mortgages that have subordinate financing under a HELOC, the lender
mustcalculate the HTLTV ratio. Thisis determined by dividingthe sum of the ittms
listed below by the lesser of the sales price or appraised value of the property.

o the originalloan amountof the firstmortgage,

o the full amount of any HELOCs (whether or not funds have been drawn),
and

o the unpaid principal balance (UPB) of all closed-end subordinate financing.

Continued on next page
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Eligible Transactions, Continued

Calculation of Non-AUS, continued
LTV/TLTV/HTLTV e Calculation of the HTLTV Ratio, continued

Ratios,
continued

Notes:

For each subordinate liability, in order for the lender to accurately calculate
the HTLTV ratio for eligibility and underwriting purposes, the lender must
determine the maximum credit line for all HELOCs, if applicable, and the
unpaid principal balance for all closed-end subordinate financing. If any
subordinate financing is not shown on a credit report, the lender must
obtain documentation from the borrower or creditor.

The HTLTV ratio calculation may differ for certain mortgage loans. For
details on these differences, see the “Construction Lending — Single-
Closings,” “InstallmentLand Contract,” “Fannie Mae’s Home Style® Energy
for Improvements on Existing Properties / Freddie Mac’s Energy
Conservation Improvements,” and “Fannie Mae’s HomeStyle® Renovation
Mortgage,” subtopics outlined in this document.

e If the borrower discloses, or the lender discovers, new (or increased)
subordinate financing after the underwriting decision has been made, up to and
concurrent with closing, the lender must re-underwrite the mortgage loan.

Reference: See the “Home Equity Lines (HELOCs)” subtopic subsequently
presented in the “Secondary Financing” topic for additional guidance for
permanently modified HELOCs.

Fannie Mae DU

Follow DU requirements, which are the same as non-AUS guidelines. The following
additional guidance applies:

e Sales Price and Appraised Value Used by DU

DU uses information in the online loan application to obtain the sales price

and appraised value it uses to calculate the LTV, TLTV, and HTLTV ratios.
To determine the sales price and appraised value, DU uses the amounts
entered in the following data fields:

Sales price = Line a + Line b + Line ¢ in Section VII, where:

e Line a=Purchase price (the sales price for purchase transactions,
or the cost of construction for construction transactions).

e Line b = Alterations, improvements, repairs (for HomeStyle
Renovation transactions, the cost of alterations, improvements, or
repairs).

e Line c = For construction transactions, the cost or value of the land
if the borrower acquired the lot separately.

Appraised value = Property Appraised Value in the Additional Data

screen.

Note: If the estimated value that was submitted to DU differs from the

actual value, the lender must correct the information in DU and resubmit
the loan casefile.

Continued on next page
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Eligible Transactions, Continued

Calculation of Freddie Mac LPA

LTVITLTV/IHTLTV Follow LPA requirements, which are as follows:

Ratios e Loan Product Advisor® calculates the loan-to-value (LTV) ratio, total LTV

(continued) (TLTV) ratio, and Home Equity Line of Credit (HELOC) TLTV (HTLTV) ratio
based on the data submitted by the lender.

The LTV ratio is determined by dividing the first lien mortgage amount by
value, as defined in the “Value” subsection below.

The TLTV ratio is determined by dividing the sum of the first lien mortgage
amount and the disbursed amount of the HELOC and any other
secondary financing by value, as defined in the “Value” subsection below.
The HTLTV ratio is determined by dividing the sum of the first lien
mortgage amount and the total HELOC credit line limit and any other
secondary financing by value, as defined in the “Value” subsection below.

e To determine if a mortgage meets LTV, TLTV or HTLTV ratio requirements,
round each ratio up to the next whole number.

¢ Freddie Mac will calculate the LTV ratio for each mortgage it purchases based
on data delivered by the lender. Freddie Mac will calculate the LTV ratio to two
decimal places and round the result of that calculation up to the next whole
number. For example, 94.01 will be rounded up to 95%.

e Value

For a purchase transaction, “value” is the lesser of the appraised value of
the mortgaged premises as of the appraisal report effective date or the
purchase price of the mortgaged premises.

For a purchase transaction involving a newly constructed home, multiple
contracts may be combined to determine the purchase price of the
mortgaged premises (for example, a new home purchase contract and a
new swimming pool contract may be added together to establish the
purchase price).

Reference: See the “Fannie Mae’s HomeStyle® Energy for Improvements
on Existing Properties/ Freddie Mac’'s GreenCHOICE Mortgages"”
subtopic for additional guidance regarding the value used to determine the
LTV/TLTV/HTLTV.

For arefinance, “value“is the appraised value of the mortgaged premises
as of the appraisal report effective date.

For certain Loan Product Advisor mortgage transactions, Freddie Mac may
accept the "value" to be the lender-provided estimate of value or the
purchase price as the basis for the underwriting of the mortgage.

Reference: See the “Freddie Mac’s LPA Automated Collateral Evaluation
(ACE)” subtopic subsequently outlined in the “Appraisal Requirements”
topic within this document, for additional information on Freddie Mac’s LPA
automated collateral evaluation.

Continued on next page
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Eligible Transactions, Continued

Construction Note: Truist clarifies that complete tear down transactions are allowed under these

Lending — Construction Lending — Single-Closing transaction guidelines.
Single
Closings Non-AUS

e Conversion of Construction-to-Permanent Financing Overview

The conversion of construction-to-permanent financing involves the granting of
a long-term mortgage to a borrower for the purpose of replacing interim
construction financing that the borrower has obtained to fund the construction of
anew residence.

Construction-to-permanent financing can be structured as a transaction with one
closing. The borrower must hold title to the lot, which may have been previously
acquired or be purchased as part of the transaction.

All construction work, including any work that could entitle a party to file a
mechanics’ or materialmen’s lien, must be completed and paid for, and all
mechanics’ liens, materialmen’s liens, and any other liens and claims that could
becomeliens relating to the construction must be satisfied before the mortgage
loan is delivered to Fannie Mae. The lender must retain in its individual loan file
the appraiser's certificate of completion and a photograph of the completed
property. When a construction-to-permanent mortgage loan provides funds for
acquisition or refinancing of an unimproved lot and the construction of a
residence on the lot, the lender must retain a certificate of occupancy or an
equivalent form from the applicable government authority.

The lender must use Fannie Mae's uniform mortgage instruments to document
the permanent mortgage. These documents may not be altered to include any
reference to construction of the property, other than any alteration that Fannie
Mae specifically requires.

Log homes, attached units in a condo project, all co-op properties, and
manufactured housing are ineligible for construction-to-permanent financing.
Detached units in condo projects are permitted for construction-to-permanent
financing.

e Single-Closing Transaction Overview

Single-closing transactions may be used for both the construction loan and the
permanent financing if the borrower wants to close on both the construction
loan and the permanent financing at the same time. When a single-closing
transaction is used, the lender will be responsible for managing the
disbursement of the loan proceeds to the builder, contractor, or other
authorized suppliers.

Because the loan documents specify the terms of the permanent financing, the
construction loan will automatically convert to a permanent long-term mortgage
loan upon completion of the construction.

Loans that combine construction and permanent financing into a single
transaction cannot be purchased by Fannie Mae until the construction is
completed and the terms of the construction loan have converted to the
permanent financing.

Special Feature Code Requirement: Use SFC 151 to identify single-closing
construction-to-permanent loans.

Continued on next page
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Eligible Transactions, Continued

Construction Non-AUS, continued

Lending —
Single
Closings, °
continued

e Terms of Construction Loan Period

For all single-closing construction-to-permanent transactions, the construction loan
must be structured as a temporary loan exempt from the ability to repay
requirements under Regulation Z. The construction loan period for single -closing
construction-to-permanenttransactions may have no single period of more than 12
months and the total period may not exceed 18 months. Lenders may, when
needed to complete the construction, provide an extension to the original period to
total no more than 18 months but the documents may not indicate an inital
construction period or subsequent extension of more than 12 months. After
conversion to permanentfinancing, the loan must have a loan term not exceeding
30 years (disregardingthe construction period).

As examples, lenders may structure the construction loan period as follows:

e three 6-month periods,

e one 12-month period and one 6—month period, or

e six 3—-month periods.

Exceptions to the 12-month and 18-month periods will not be granted. If the
construction loan period exceeds the requirements above, the lender must
process the loan as a two-closing construction-to-permanent transaction in
order for the loan to beeligible (see Construction Lending — Two Closings).

e EligibleLoan Purposes

A single-closing construction-to-permanent mortgage loan may be closed as:

e apurchase transaction, or

e alimited cash-out refinance transaction.

When a purchase transactionis used, the borrower is notthe owner of the lotatthe
time of the firstadvance of interim constructionfinancing, and the borrower is using
the proceeds from the interim constructionfinancingto purchase the lotand finance
the construction of the property.

When a limited cash-outrefinance transaction is used, the borrower must have held
legaltitle to the lotbefore he or she receivesthe firstadvance ofinterim constructon
financing. The borrower is using the proceeds from the construction financing
pay off any existing liens on the lot and finance the construction of the property.
This type of transaction is not a “true” limited cash-out refinance whereby the
borrower refinances a loan(s) that was used to purchase a completed property;
however, all other requirements for limited cash-out refinances apply. See the
“Limited Cash-Out Refinances” subtopic for additional guidance.

Note: Cash-out refinance transactions are not eligible for single-closing
construction-to-permanent mortgages.

e Calculating the LTV Ratio

Single-closing construction-to-permanent mortgages are subject to the

purchase and limited cash-out refinance maximum LTV, TLTV, and HTLTV
ratios, as applicable.
The LTV ratio calculation differs depending on whether the transaction is a

purchase or a limited cash-out refinance, as shown in the table below.
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Eligible Transactions, Continued

Construction Non-AUS, continued
Lending — .
Single
Closings,
continued

Transaction Type

Purchase

Calculating the LTV Ratio: continued

Lot Ownership
Requirement
The borrower is not
the owner ofrecord

ofthelotat the
time of the first
advanceofinterim
construction
financing.

LTV Ratio Calculation

Dividetheloan amountofthe
construction-to-permanentfinancing by
the lesser of:

e the purchaseprice (sumofthe costof
construction and the sales price of
the lot), or

e the “as completed” appraised value of
the property (thelotand
improvements).

Limited Cash-out
Refinance

The borrower is the
owner ofrecord of
the lotat the time

Divide theloan amountof the
construction-to-permanentfinancing by
the” as-completed” appraised value of the

of thefirst advance
of interim
construction
financing.

property (thelotand improvements).

¢ Modifications of Single-Closing Construction-to-Permanent Mortgages
o If the termsof the permanentfinancing change after the original closing date of
the construction loan, the loan may be modified to reflectthe new termsif it meets
all of the following criteria:
The modificationmusttake place priorto or at the time of conversion.
Only the following loan terms may be modified in a single-closing transaction:
e interestrate,

e |oanamount,

e |oanterm,and

e amortization type.
Notes:

e The onlyamortization change permitted is from an adjustable-rate
amortization to a fixed-rate amortization.

e Changesmadeto any otherloan terms will require a two-closing
construction-to-permanenttransaction.

e The loan mustbe underwritten based on the terms of the loan as modifiedand
delivered.

e Increasesto the loan amountare permitted only as necessary to cover
documented increased costs of construction of the property.

e If the modification resultsin anincrease in the original loan amount, the lender
remainsresponsible for all standard title insurance requirements. In addition,
the lender mustobtain an endorsementto the title insurance policy that:

e extendsthe effective date of the coverage to the date of the recording of
the modificationagreement;

e increasesthe amountof the policy to the original loan amount, as
increased; and

e confirmsthatthe lien of the mortgage, as modified, continues to be a first
lien.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Construction Non-AUS, continued

Lending —

Single

Closings,

continued o

Note: Both the original construction loan amountatclosing and the final
modified loan amountmustmeetthe loan limits currently in effect.

The original construction loanmustbe documented on Fannie Mae uniform

instruments or substantially similar documents.

The modificationmustbe documented on one of the following:

e Loan Maodification Agreement (Providing for Fixed Interest Rate) (Fannie
Mae Form 3179);

e Loan Modification Agreement (Providing for Adjustable Interest Rate)
(Fannie Mae Form 3161); or

e A substantially similar document.

e Underwriting Single-Closing Construction-to-Permanent Mortgages

e The lender mustunderwrite a single-closing construction-to-permanentloan
based on the terms of the permanentfinancing.

e If the permanentfinancing terms are modified, and no longer reflectthe termson
which the underwriting was based, the loan mustbe re-underwritten, subjectto
certain re-underwritingtolerances.

e Asdescribedinthetable below, re-underwritingtolerances may be applied if the
interestrate or loan amountwas modified. (All other modifications require re -
underwriting.)

Modified Loan | Re-underwriting Tolerances

Term

Interest Rate If the recalculated DTI (based on thechangein rate orloan

Loan Amount amount) does notexceed 45%, the loan must be re-underwritten

with the updated informationto determine ifthe loan is still
eligible for delivery.

Note: If theincreasein the DTl ratio moves the DTl ratio above
the 36% threshold, the loan must meet the creditscore and
reserve requirements thatapply to DTl ratios greater than 36%
up to 45%.

e Age of Credit Documents

e All creditdocuments must be no more than four months old on the note date (that
is, the closing date of the construction loan). Additionally, income, employment, and
credit report documents must be no more than four months old at the time of
conversion to permanentfinancing.

e Updated assetdocumentation is notrequired atthe time of conversionto permanent
financing (regardless of the age of asset documents) unless upon requalification,
either of the following applies:

more reserves are required than were required at the time of original
gualification

e the fullamountof reserves mustthen be reverified, or
the borrower choosesto bring additional funds to the transaction
e the additional funds mustcome from an eligible source andbe documented.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Transactions, Continued

Construction Non-AUS, continued

Lending —

Single e Age of Appraisal Documents

Closings, e For all single-closing transactions, the effective date of the appraisal must be no

continued more than four months prior to the note date (that is, the closing date of the
construction loan). Additionally, at the time of completion of construction, an

Appraisal Update and/or Completion Report (Form 1004D) must be completed in

its entirety including the appraisal update and certification of completion. If the

appraiserindicates on the Form 1004D that the property value has declined, then
the lender mustobtain a new appraisal for the property and requalify the borrower
using the updated LTV ratio per the Requalification Requirements, below.

Reference: See “Appraisal Age, Appraisal Update and/or Completion Report,

and Appraisal Use Requirements” subsequently presented in the “Appraisal

Requirements” topic for additional information.

e Requalification Requirements
¢ Requalification ofthe borrower(s)is required atthe time of conversionto permanent
financing if:

e the LTV ratioincreased duetoa decline in property value,

e updated creditdocuments were obtained, or

e as otherwise required perthe modified loan term in the table above.

e To be eligible for purchase by Fannie Mae, the loan must be eligible per Agency
eligibility requirements.
e Whenrequalification is required:

e the LTV ratio mustbe adjusted based on the updated appraisal, if applicable;

e ifcreditdocuments exceed the four month age of documentation requirement,
the updated income, credit, and liability information mustbe considered; and

e the loan data at delivery must match the data considered in the final
requalification of the loan.

e Loan Conversion Documentation Options
e The construction loan may be converted into a permanentloan in either of the
following ways:

e Option 1: A construction loan rider must be used to modify Fannie Mae’s
uniform instrument that will be used for the permanent loan. The rider must
state the construction loan terms, and the construction-related provisions of
the rider must become null and void at the end of the construction period and
before the permanent mortgage is delivered. Because the permanent
mortgage cannot be sold beforeitis scheduled to begin amortizing, a lender
will need to amend the construction loan rider, and the accompanying uniform
instrument, if the construction is completed sooner or later than originally
anticipated. The amendment(s) should provide the new dates on which
amortization for the permanent loan will begin and end. The lender also wil
need to record the amended documents before the permanentloanis sold.

e Option 2: A separate modification agreement must be used to convert the
construction loan into permanentfinancing. This agreementmustbe executed
and recorded in the applicable jurisdiction before the permanent loan is
delivered.
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Eligible Transactions, Continued

Construction Non-AUS, continued

Lending — ) ) ) .
Single e Loan Conversion Documentation Options, continued

Closings, e Thelendermustinclude the applicable conversion documentinits loan submission

continued package. When amended documents are recorded in connection with a
construction loan rider, the lender also must include a copy of the original
documentation thatthe borrower signed.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines, except as follows:
¢ Modifications of Single-Closing Construction-to-Permanent Mortgages
o If the final (modified) terms of the loan do not match the last submission to DU,
the loan must be resubmitted to DU (subject to “Underwriting Single-Closing
Construction-to-Permanent Mortgage” and “Requalification Requirements”
described below).

e Underwriting Single-Closing Construction-to-Permanent Mortgages

e The lender must underwrite a single-closing construction-to-permanent loan
based on the terms of the permanent financing.

¢ If the permanent financing terms are modified, and no longer reflect the terms
on which the underwriting was based, the loan must be re-underwritten,
subject to certain re-underwriting tolerances. The loan data at delivery must
match the data in the final submission of the loan casefile to DU.

e As described in the table below, re-underwriting tolerances may be applied if
the interest rate or loan amount was modified. (All other modifications require
re-underwriting.)

Modified Loan Term  Re-underwriting Tolerances
Interest Rate See the tolerances and resubmission

Loan Amount requirements in the Underwriting the
Borrower topic subsequently presented
in this documentfor quidance.

o ForAgency Plus and Agency Plus Select transactions, the loan amount on the
note must be less than or equal to the Agency Plus eligible maximum loan
amount at the time of conversion to the permanent phase regardless of lock
terms.
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Eligible Transactions, Continued

Construction Fannie Mae DU, continued

Lending —
Single
Closings, *
continued

e Age of Credit Documents

All credit documents mustbe no more than four months old on the note date (thatis,
the closing date of the construction loan). Additionally, income, employment, and credit
report documents mustbe no more than four months old at the time of conversion to
permanent financing. As an exception, these documents may be more than four
months but not exceeding 12 months old at the time of the conversion to permanent
financing if all of the following conditions were metatthe time of the original closing of
the construction loan:
e ThelTV,TLTV, andHTLTV ratios do notexceed 95%.
e The representative creditscore of the loan is greater than or equal to 700.
e Theloan casefilewas underwritten throughDU andreceived an “Approve/Eligible”
recommendation.
If any one of the above conditionswas not metor an eligible loan term was modified
subsequentto the lastDU submission, the lender must:
e obtain updated income, employment, and credit report documents no more than
fourmonths priorto conversion; and
° [)e-lqualify the borrower(s) in accordance with the Requalification Requirements
elow.
Updated asset documentation is not required at the time of conversion to permanent
financing (regardless of the age of assetdocuments) unless upon requalification, either
of the following applies:
e morereservesare required than were required atthe time of original qualification
e the fullamountof reserves mustthen be reverified, or
e the borrower choosesto bring additional funds to the transaction
e the additional funds mustcome from an eligible source and be documented.

e Impacton Validation through the DU Validation Service

If updated creditdocuments are required to be obtained after the original closing of the
construction loan, any validation of income, employment, or assets is no longer
applicable. Updated validation reports must be obtained and the loan casefile
resubmitted to DU and the loan mustconvert to permanentfinancing by the Close By
Date stated in the DU validation message in order for validation and the associated
waiver of enforcement relief of representations and warranties to apply.

e Age of Appraisal Documents

For all single-closing transactions, the effective date of the appraisal mustbe no more
than four months prior to the note date (that is, the closing date of the construction
loan). Additionally, at the time of completion of construction, an Appraisal Update
and/or Completion Report (Form 1004D) must be completed in its entirety including
the appraisal update and certification of completion. If the appraiser indicates on the
Form 1004D that the property value has declined, then the lender mustobtain a new
appraisal forthe property and requalify the borrower using the updated LTV ratio per
the Requalification Requirements, below.

Reference: See “Appraisal Age, Appraisal Update and/or Completion Report, and
Appraisal Use Requirements” subsequently presented in the “Appraisal
Requirements” topic for additional information.
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Eligible Transactions, Continued

Construction Fannie Mae DU, continued

Lending —

Single e Requalification Requirements

Closings, ¢ Requalification of the borrower(s) is required at the time of conversion to
continued permanent financing if:

e the LTV ratio increased due to a decline in property value,

e updated credit documents were obtained, or

e as otherwise required per the modified loan term in the table above.

e To be eligible for purchase by Fannie Mae, the loan must retain an

“Approve/Eligible’ recommendation after resubmission to DU.

e When requalification is required:

e the LTV ratio must be adjusted based on the updated appraisal, if
applicable;

e if credit documents exceed the four (or 12) month age of documentation
requirement, the updated income, credit, and liability information must be
considered; and

e the loan data at delivery must match the data considered in the final
regualification of the loan.

Freddie Mac LPA
Not eligible
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Construction Non-AUS

Lending — e The conversion of construction-to-permanentfinancinginvolves the granting of along-

Two-Closings term mortgage to a borrower for the purpose of replacing interim construction financing
that the borrower has obtained to fund the construction of a new residence.

e Construction-to-permanentfinancing can be structured as a transaction with two
separate closings.

e Two-closing construction-topermanent mortgage transactions utilize two separate loan
closings with two separate sets of legal documents. A modification may notbe used to
update the original note, rather a new note mustbe completed and sighedby the
borrower(s). The firstclosing is to obtain the interim construction financing (and may
include the purchase of the lot), and the second closing is to obtain the permanent
financing upon completion of the improvements. The borrower must hold title to the lot,
which may have been previously acquired.

e Allconstruction work, including any work that could entitle a party to file a mechanics’
or materialmen’s lien, mustbe completed and paid for,and all mechanics’ liens,
materialmen’sliens, and any other liens and claims thatcould become liens relating to
the construction mustbe satisfied before the mortgage loanis delivered to Fannie Mae.
The lender mustretain inits individual loan file the appraiser's certificate of completion
and a photograph of the completed property. When a construction-to-permanent
mortgage loan provides funds for acquisition or refinancing of an unimproved lotand
the construction of aresidence on the lot, the lender mustretain a certificate of
occupancy or an equivalentform fromthe applicable governmentauthority.

e Fannie Mae does not provide financing for constructionloans; however, Fannie Mae
does purchase loansthatwere used to provide the permanentfinancing.

e The lenderthatprovidesthe permanentlong-term mortgage may be a differentlender
than the one that provided the interim financing. Only the permanentlong-term
mortgage is eligible.

e The lender mustunderwrite the borrower basedon the terms of the permanent
mortgage.

e EligibleLoan Purposes:

e In atwo-closing construction-to-permanenttransaction, the permanentmortgage
delivered to Fannie Mae may be closed as:

e alimited cash-outrefinance transaction, or
e acash-outrefinance transaction.

e Two-closing construction-to-permanentmortgages are subjectto the limited cash-out
and cash-outrefinance maximum LTV, TLTV, and HTLTV ratios, as applicable. Forthe
borrower to be eligible for a cash-outrefinance transaction, the borrower musthave
held legalftitle to the lot for at least six months prior to the closing of the permanent
mortgage. All other standard cash-outrefinance eligibility and underwriting
requirements apply.

e Attached units ina condo project, all co-op projects, and manufactured housing are not
eligible for construction-to-permanent financing. Detached unitsin condo projects are
permitted for construction-to-permanentfinancing.

e Special Feature Code Requirement: Use SFC 152 to identify two-closing
construction-to-permanentmortgage loans.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LP
Not eligible
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS

HomeStyle® e Overview

Energy for e There are a number of HomeStyle Energy financing options available to a
Improvements borrower who wishes to improve the energy and/or water efficiency of an
on Existing existing property and decrease its related utility costs. HomeStyle Energy

Properties/
Freddie Mac’s

may also be used to create home resiliency for environmental disasters such
as floods, storms, and earthquakes, or to repair damage from these types of

GreenCHOICE disasters.

Mortgagess" e There is no minimum dollar amount for the improvements; the maximum
dollar amount depends on the type of HomeStyle Energy activity and the
transaction, described in the table below.

HomeStyle Energy Maximum Amount to Finance Energy-Related Items
Activity
Renovation ofan For purchases or limited cash-outrefinances up to 15%
existing propertyto | of the“as completed” appraised value ofthe property.
make energy-related
improvements
Payoff of non-PACE | Forlimited cash-outrefinances up to 15% ofthe
secured or appraised value ofthe property. The energy-related debt
unsecured debt that | must be paid offin full. Partial payoffs are not permitted.
financed energy-
related Note: If a HomeStyle Energy loan includes both new
improvements energy-related improvements and payoff of previously
acquired energy-related debt, the total of both cannot
exceed 15%.
Payoff of existing For purchases or limited cash-outrefinances: all
PACE loan outstanding PACE debt may be paid off up to the
maximum allowable LTV for the transaction and
occupancy type. The PACE loan must be paid offin full.
Partial payoffs are not permitted.
Truist Note: If the maximum amountallowed to be
financed is notsufficientto pay off the existing PACE lien
in its entirety, any remaining portion must be paid in full
by acceptable borrower funds.
Note: Lenders may use HomeStyle Energy financing in conjunction with
HomeStyle Renovation to finance energy-related improvements that exceed
the amounts in the table above. See the “Fannie Mae’s HomeStyle®
Renovation Mortgage” subtopic subsequently presented in this topic, for the
requirements
e Alender may deliver a HomeStyle Energy loan with eligible improvements as
soon as the loan is closed. The eligible improvements do not have to be
completed when the mortgage is delivered to Truist.
Continued on next page
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® e Overview, continued

Energy for

Improvements on e The lender must establish a completion escrow for incomplete energy

Existing
Properties/
Freddie Mac’s
GreenCHOICE
Mortgagess¥,
continued

improvements. The improvements must be completed no later than 180
days from the date of the mortgage note. For requirements related to the
completion of the postponed improvements, including escrow accounts,
disposition of funds after work completion, and title reports, seethe
“‘Requirements for HomeStyle Energy Improvements on Existing
Construction” section outlined below.

Truist Note: The correspondent lender owns the management of a
completion escrow. The correspondent lender is responsible for follow-
up on all outstanding escrow agreements. If the energy improvements
are not made as agreed, Truist will hold the correspondent lender
responsible for completing the energy improvements with the escrowed
funds.

e Eligible Energy-Related Improvements

In addition to energy and water efficiency improvements, HomeStyle
Energy can be used to repair homes damaged in a natural disaster or by
an environmental hazard and to install resiliency or preventative
improvements, including the following:

e storm surge barriers;

foundation retrofitting for earthquakes;

hazardous brush and tree removal in fire zones;

retaining walls to address mud or water flows; and

other items specifically needed to either repair environmental hazard
damage or improve the home’s ability to withstand environmental
hazards such as hurricanes, tornadoes or wind storms, earthquakes,
flooding, landslides, and wildfires.

Installation of radon remediation systems is also an eligible improvement
under HomeStyle Energy.

Note: The term “energy-related improvements” is used throughout this
subtopic, and includes all eligible improvements described above.

e EligibleProperty and Occupancy Types

All one- to four-unit existing properties are eligible for HomeStyle
Energy. All property types are eligible.
All occupancy types are permitted.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued
Product Eligibility

HomeStyle®
Energy for
Improvements on
Existing
Properties/
Freddie Mac’s
GreenCHOICE

Energy-related improvements are permitted on existing properties in
conjunction with all standard Agency products and features including,
but not limited to:

e Community Seconds,

e loans with deed restrictions (including programs that allow below

MortgagessV, market rate mortgages),
continued e down payment assistance programs, and

¢ HomeReady loans.

e Loans with energy-related improvements are subject to the applicable
LTV, TLTV, and HTLTV ratios outlined in the applicable first mortgage
product description.

e Loans with energy-related improvements are subject to the applicable
LTV, TLTV, and HTLTV ratios for purchase and limited cash-out
refinance transactions outlined in the applicable first mortgage product
description.

Note: Energy-related improvements are permitted on a cash-out

refinance, however the transaction is not considered a HomeStyle

Energy loan. All standard cash-out refinance requirements apply.

e Purchase Transactions:

e In apurchase transaction, the proceeds can be used to finance the
acquisition of the property and the cost of energy-related
improvements or the amount to payoff PACE debt.

e The LTV ratio is determined by dividing the original loan amount by
the lesser of:

o the “as completed” appraised value of the property,

o the sum of the purchase price of the property plus the cost of the
energy-related improvements, or

e the sum of the purchase price plus the total amount of PACE
debt to be paid off.

e Limited Cash-out Refinance Transactions:

e When a loanis originated as a limited cash-out refinance, the loan
must meet all of the standard requirements for limited cash-out
refinances.

e Energy-related improvements may be financed in the loan amount.
Proceeds may also be used to pay off an existing PACE loan or
other debt (secured or unsecured) that financed energy -related
improvements. The standard cash back allowance of the lesser of
2% of the loan amount or $2,000 is permitted on these loans.

e Forlimited cash-out refinance transactions, the LTV ratio is
determined by dividing the original loan amount by the “as
completed” appraised value of the property when the mortgage is
being delivered prior to the completion of the improvements. If the
appraisal was completed after the completion of the improvements,
thenthe LTV ratio is determined by dividing the original loan amount by
the appraised value of the property.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® e Energy Report Requirements

Energy for e Borrowers are required to obtain a residential or home energy reportto
Improvements on identify the recommended energy improvements to the property and the
Existing estimated cost savings associated with those improvements, when they
Properties/ are using funds for new energy-related improvements.

Freddie Mac’s e The energy report must be reviewed by the lender and must:
GreenCHOICE e identify the recommended energy improvements and expected costs of
Mortgagess¥, the completed improvements;

continued e specifythe monthly energy savingsto the borrower; and

¢ verifythat the recommended energy improvements are cost-effective.
Energy improvements are determined to be cost-effective when the cost
of the improvements, including maintenance, is less than the present
value of the energy saved over the useful life of the improvements. (The
cost-effectiveness of the improvements may be assessed in the
aggregate and are notrequired to be assessed separately for each
energy improvement.)

e The report must meet at least one of the following standards:
¢ A Home Energy Rating Systems (HERS) reportcompleted by a HERS

rater who is accredited under the Mortgage Industry National Home
Energy Rating Standards (HERS Standards), as adopted by the
Residential Energy Services Network (RESNET®). A list of accredited
HERS raters by state can be located at RESNET's website.

e A Departmentof Energy (DOE) Home Energy Score Reportcompleted
by anindependentthird-party energy assessor with credentials obtained
through one or more of the organizations listed as eligible under the
DOE program. Alist of acceptable organizations can be found on the
DOE website.

e Aratingreportcompleted by anindependentand certified home energy
consultantor auditor, comparable in rating methods and scope to the
HERS or Home Energy Score evaluation, and thatis permitted under a
local or state level home energy certification or audit program.

e The energy report must be dated no earlier than 120 days prior to the
note date.

¢ |If the cost of the energy report is paid for by the borrower, the cost may
be financed as part of the mortgage by including it in the cost of the
energy improvements. The cost must be included on the settlement
statement if itis financed in the mortgage loan.

e Exceptions to Energy Report Requirements: Energy reports are not
required in certain circumstances. Alternative documentation (other than
an energy report) is acceptable in the following circumstances:

e Weatherization ltems — If the mortgage transaction only involves
financing the purchase of basic weatherization items (such as
programmable thermostats and insulation) or water efficiency
devices (such as low-flow showerheads) totaling up to $3,500, a
residential energy report is not required. Acceptable documentation
includes, butis not limited to, a copy of invoices or receipts for
energy-related expenses or copies of contractor invoices for
completing the basic weatherization items.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued
HomeStyle® e Energy Report Requirements, continued

Energy for
Improvements on
Existing
Properties/
Freddie Mac’s d
GreenCHOICE

Mortgagess,

continued °

Payoff of PACE Loans — Documentation must show that the funds
are used solely to pay off the PACE loan obtained for energy
improvements on the subject property.

Payoff of Non-PACE Energy-Related Debt - Documentation must
show the funds were used solely for the purchase and installation of
eligible energy-related improvements on the subject property.
Energy Improvements Related to the Installation of Renewable
Energy Sources Including Water Efficiency Devices, Solar
Panels, Wind Power Devices, and Geothermal Systems -
Acceptable documentation includes, but is not limited to, a copy of
invoices or receipts for installing the systems or devices.
Improvements to Install a Radon Remediation Device -
Documentation for the cost of the system and its expected impact on
the radon levels in the home must be obtained.

Environmental Hazard Damage Repairs or Resiliency
Improvements - Acceptable documentation includes, but is not
limited to, a copy of invoices or receipts for the expenses or copies
of contractor invoices for completing the repairs or improvements.

e Additional Manual Underwriting Requirements
e See the “Qualifying Ratios” subtopic in the applicable first mortgage
product description for maximum debt-to-income ratio requirements.

e Appraisal Requirements

e All HomeStyle Energy loans require an appraisal based on an interior
and exterior property inspection and must be completed on the
appropriate form depending on the property type.

¢ Whenthe loan is being delivered prior to the completion of the energy-
related improvements, appraisers must determine the “as completed”
value of the property subject to the improvements being completed. A
certification of completion is required when the mortgage is delivered
prior to the completion of the improvements. For requirements related to
the certification of completion, see the “Requirements for HomeStyle
Energy Improvements on Existing Construction” section outlined below.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® e Requirements for HomeStyle Energy Improvements on Existing

Energy for Construction

Improvements e The table below provides the postponed improvement requirements for a
on Existing loan with HomeStyle Energy improvement feature(s).

Properties/

Freddie Mac’s Requirements for HomeStyle Energy Improvements
GreenCHOICE on Existing Construction

MortgagesSM, Mortgages may be delivered to Truistbefore the energy-related

continued improvements are complete; however, the postponed improvements must

be completed within 180 days ofthe date ofthe mortgage note. Acceptable

postponed items include items that will notpreventthe issuance ofan

occupancy permit.

A certification of completion mustbe obtained to verify the work was

completed and must:

e be completed by the appraiser,

e state thatthe improvements were completed in accordance with the
requirements and conditionsin the original appraisal report, and

e be accompanied by photographsofthe completed improvements.

See the “Overview” section previously presented in this subtopic for

information about the maximum costofimprovements.

See “Loan and Borrower Eligibility / Mortgage Terms” under the “Fannie
Mae’s HomeStyle® Renovation Mortgage” subtopic, forinformation about
the maximum costofimprovements that may be included when HomeStyle
Renovation is combined with energy-related improvements.

Lenders must establish a completion escrow for the postponed energy-
related improvements by withholding funds equal to 120% of the estimated
costfor completing the improvements. However, ifthe contractor offers a
guaranteed fixed-price contractfor completion oftheimprovements, the
fundsin the completion escrow onlyneed to equal the full amount ofthe
contractprice.

Lenders must ensure the escrow accountis acustodial accountthat
satisfies Fannie Mae’s criteria for custodial accounts and depositories as
outlined in Servicing Guide topic A4-1-02, Establishing Custodial Bank
Accounts.

Lenders and borrowers must execute an escrow agreement that states how
the escrow accountwill be managed and how funds fromthe escrow
accountwill be disbursed.

Truist Note: Thelender may use the Escrow Agreement for Postponed
Improvements (COR 0016) form or another type of escrow agreement form
meeting the requirements stated above.

The completion escrow may notadversely affectthe mortgage insurance or
title insurance.

Once a certificate of completion is obtained, the lender mustrelease the
final draw from the escrow account, which shouldinclude any fundsin
excess of theamount needed to pay for completionofthe postponeditems.
Any funds remaining in the escrow account after the work is completed must
be applied to reduce the unpaid principal balance of the mortgageloan. The
value of sweat equity and “Do It Yourself’ improvements are not
reimbursable.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle®

Energy for e Requirements for HomeStyle Energy Improvements on Existing
Improvements Construction, continued

on Existing

Properties/
Freddie Mac’s
GreenCHOICE
Mortgagess¥,
continued

Requirements for HomeStyle Energy Improvements

on Existing Construction, (continued)
Lenders must obtain a final title report, which mustnotshow any outstanding
mechanic’s liens, take any exceptions to the postponed improvements, or take
any exceptions to the escrow agreement. If thefinal title reportis issued before
the completion oftheimprovements, lenders must obtain an endorsementto the
title policy thatensures the priority ofthe lender’s lien.

Additional Truist Instructions:

e Sendthe completed Satisfactory Completion Certificate to the Purchase
Relations Specialist.

e Send the mechanic’s lien waivers to the Purchase Relations Specialist.

e Thecorrespondentlenderisresponsible for follow-up on all outstanding
escrow agreements. If improvements are notmade as agreed, Truist will
hold the correspondentlender responsible for completing the improvements

with the escrowed funds.

e Lender Responsibilities

The lender is responsible for:

e ensuring that the appraiser has been provided with a copy of the
energy report, if one was required and other required documentation
described in this subtopic,

¢ managing the completion escrow account in which improvement funds
are held, and

¢ monitoring the completion of the HomeStyle Energy improvement
work.

Reference: See the “Requirements for HomeStyle Energy
Improvements on Existing Construction” section outlined above for
additional details.

The lender must maintain a copy of all of the documentation in the
individual loan file that supports the energy-related improvement work,
such as the energy report, “as completed” appraisal, home improvement
contract, certification of completion, and title insurance endorsements or
updates (if applicable).

e Special Feature Code Requirement

Use SFC 375 to identify a mortgage loan originated using the HomeStyle
Energy feature.

Note: Fannie Mae will credit the lender (selling the loanto Fannie Mae) a
$500 loan level price adjustment for loans with financed energy-related
improvements on existing properties (thatinclude SFC 375 as a part of the
delivery information). At this time, Truist is unableto pass this $500 price
adjustment credit on to the Correspondent Lender.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Fannie Mae DU Loans
HomeStyle® Follow DU requirements, which are the same as non-AUS guidelines, except as
Energy for follows:

Improvements on e Product Eligibility

Energy-related improvements are permitted on existing properties in
conjunction with all standard Agency products and features including,
but not limited to:

Existing o
Properties/

Freddie Mac’s
GreenCHOICE
Mortgagess¥,

continued

high-balance (i.e., Agency Plus and Agency Plus Select) loans,
Community Seconds,

loans with deed restrictions (including programs that allow below
market rate mortgages),

down payment assistance programs, and

HomeReady loans.

e Additional DU Underwriting Requirements

See the “Qualifying Ratios” subtopic in the applicable first mortgage
product description for maximum debt-to-income ratio requirements.

For loans underwritten in DU, specific information must be provided in the
online loan application as follows:

Energy improvements included in the transaction amount - The
amount of new energy improvements included in the purchase or
limited cash-out transaction, and any non-PACE energy debt being
paid off with the limited cash-out transaction. Non-PACE energy debt
included in this field should not be included in line D of the loan
application (Form 1003 Section VII 7/05 (rev.6/09) or Section L4
(1/2021).

Payoff Amountof any PACE Loan - The payoff amountof any existing
PACE loans. PACE energy debt should not beincluded in Line D of
the loan application (Form 1003 Section VII 7/05 (rev.6/09) or Section
L4 (1/2021).

Section L1 of the Form 1003 (1/2021) must indicate the property is
currently subject to a lien that could take priority over the first
mortgage lien.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA Loans

HomeStyle® Follow LPArequirements, which are as follows:

Energy for e GreenCHOICE Mortgages provide flexibility to finance the costs of energy and/or
Improvements water efficiency improvements with the proceeds from a purchase or "no cash-out"
on Existing refinance transaction.

Properties/ e Mortgages mustbe secured by a 1- to 4-unitproperty, including a condominium

Freddie Mac’s
GreenCHOICE
Mortgagess¥, .
continued

unit.

Determination of Value for LTV/TLTV/HTLTV Ratios
e Purchasetransaction: Thevalueis the lesser of:
e The “as completed’ appraised value of the mortgaged premises, or
e The total acquisition cost(i.e., the price paid forthe mortgaged premises
plusthe costs of the energy and/or water efficiency improvements). The
mortgage file must contain sufficientdocumentation to calculate the total
acquisition cost.

e "No cash-out" refinance transaction to finance energy and/or water
efficiency improvements: The value isthe "as completed"value of the
mortgaged premises.

e "Nocash-out" refinancetransactionin which proceeds are used to pay
off existing outstanding energy and/or water efficiencyrelated debt: The
value is the appraised value of the mortgaged premises.

Purchase and "No Cash-Out" Refinance Mortgage Requirements
e Purchaseand "no cash-out" refinance mortgage to finance energy
and/or water efficiencyimprovements
e The proceedsfrom apurchase or "no cash-out"refinance transaction may
be usedto finance energy and/or water efficiency improvements
completed after the note date subjectto the following requirements:

e The maximum amountof the proceedsthatmay be used forthe
purchase and installation of energy and/or water efficiency
improvementsis limited to 15% of the "as completed” value of the
mortgaged premises. The lender mustobtain and retainin the
mortgage file copies of all invoices and/or receipts, as applicable,
related to the cost of the energy and/or water efficiency
improvements.

e Proceedssufficientto coverthe cost of the energy and/or water
efficiency improvements mustbe deposited into a completion escrow
accounton the note date. The escrow accountmust meetthe
requirements forincomplete improvements, outlined in the
“Postponed Improvements” subtopic (within the “Appraisal
Requirements” topic).

Truist Note: The correspondentlender ownsthe managementofa
completion escrow. The correspondentlenderisresponsiblefor
follow-up on all outstanding escrow agreements. If the energy and/or
water efficiency improvements are notmade as agreed, Truist will
hold the correspondentlenderresponsible for completing the energy
improvements with the escrowed funds.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA Loans, continued

HomeStyle® _ _

Energy for e The lender may reimburse the borrower from funds in the escrow
Improvements account for costs associated with materials purchased to complete
on Existing improvements being made. The lender may not reimburse the

Properties/
Freddie Mac’s
GreenCHOICE
Mortgagess¥,
continued

borrower for any labor performed by the borrower. Any funds
remaining in the escrow account after the cost of all improvements
has been paid to the appropriate party must be used to reduce the
UPB, unless the mortgage is delinquent. If the mortgage is
delinquent, the lender must apply such funds in accordance with
the application of payment requirements in the note and security
instrument. If any funds remain after the mortgage is brought
current, then the lender must apply the funds as set forth in this
bullet for a current mortgage.
The lender must obtain an interior and exterior inspection
appraisal with an "as completed" value of the subject property
subject to the energy and/or water efficiency improvements being
completed.
After completion of the improvements, the lender must have the
appraiser:
e Inspect the property to verify that the improvements have
been completed, and
e Provide the lender with a completion report on Form 442,
Appraisal Update and/or Completion Report, which must
include photographs of the completed items. The lender must
retain the completion reportin the mortgage file.
All energy and/or water efficiency improvements must be
completed within 180 days of the note date.
The lender must obtain and retain in the mortgage file an energy
report meeting Freddie Mac requirements outlined below, except
as permitted in “Basic Energy and Water Efficiency Improvements”
(below).

"No cash-out" refinance mortgage to payoff existing outstanding
energy and/or water efficiency related debt

The proceeds may be used to pay off an existing outstanding debt for
funds that were used to finance energy and/or water efficiency
improvements completed prior to the note date subject to the
following:

The maximum LTV, TLTV, and/or HTLTV ratios outlined in the
applicable first mortgage product description apply

Reference: See the “Fannie Mae’'s HomeStyle® Energy for
Improvements on Existing Properties/ Freddie Mac’s
GreenCHOICE Mortgages®™” subtopicin Section 2.01a: Fannie
Mae HomeReady® and Freddie Mac Home Possible® Mortgages
for Home Possible specific guidance.

The maximum payoff of outstanding energy related debt is limited
to 15% of the appraised value of the property
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Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA Loans, continued

HomeStyle®

Energy for e The mortgage file must include documentation (e.g., invoices,
Improvements receipts, etc.) that the funds were used to pay off existing debt
on Existing incurred for financing energy and/or water efficiency

Properties/
Freddie Mac’s
GreenCHOICE
Mortgagess¥,
continued

improvements completed prior to the note date.

An interior and exterior inspection appraisal is required. The
appraisal must reflect all energy and/or water efficiency
improvements that were made. See “Energy Efficient
Improvements” in the “Appraisal Analysis: Agency Loan Programs
/ Improvements Section of the Appraisal Report” topic/subtopic
presented in Section 1.07: Appraisal Guidelines of the
Correspondent Seller Guide for detailed appraisal requirements.
The Settlement/Closing Disclosure Statement must reflect that the

funds were paid directly to debt holder

e Basic Energy and Water Efficiency Improvements

For basic energy and/or water efficiency improvements with an aggregate
cost less than or equal to $6,500, the requirements of this section must be
met with the exception that an energy report is not required. The lender
must document the cost of the energy and/or water efficiency
improvements by obtaining copies of all receipts and/or invoices, as
applicable, and retain these in the mortgage file.

Eligible basic energy and/or water efficiency improvements include the
following:

Programmable thermostats

Caulking or weather stripping

Adding ceiling, wall or floor insulation

Air sealing

Air conditioning/heating replacement to high efficiency

Solar water heaters

Low-flow water fixtures

High efficient refrigerators/freezers, water heaters and light bulbs
Replacement of windows and doors

e Energy Reports
Eligible Energy Reports
Energy reports must be one of the following:

A Home Energy Rating Systems (HERS) report completed by a
certified Residential Energy Services Network (RESNET®) home
energy rater

A Department of Energy Home Energy Score Report completed
by a Home Energy Score Certified Assessor™

Comparable rating report or audit completed by a certified home
energy rater or consultant indicating the property is a high-
performing energy-efficient property

Continued on next page
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA Loans, continued

HomeStyle®

Energy for e Energy Report Requirements

Improvements e Energy reports must:

on Existing ¢ Identify the recommended energy improvements and expected

Properties/
Freddie Mac’s
GreenCHOICE
Mortgagess¥,
continued

costs of the completed improvements

e Specify the actual or expected monthly or annual energy savings,
and

o Verify that the recommended energy improvements are cost
effective. Energy improvements are determined to be cost
effective when the cost of the improvements, including
maintenance, is less than the present value of the energy saved
over the useful life of the improvements

o Bedated no earlier than 120 days prior to the note date. The cost
of the energy report may be included in the total cost of the
improvements and must be identified on the settlement statement
if the borrower is to be reimbursed.

Energy Report Exception When Proceeds are Used to Finance Solar
Panels

In the event an energy report is not available to demonstrate the cost
effectiveness of the solar panels, the cost effectiveness may be
demonstrated by obtaining the invoice for the cost of the solar panels
and comparing the cost of the panels to the income produced over the
life of the panels. When the income produced exceeds the net cost
(including any tax credits and rebates) of the solar panels, the cost
effectiveness of the panels has been demonstrated.

The appraiser must document the projected income by utilizing PV
Value, Ei Value, or a similar tool as referenced in “Energy Efficient
Improvements” in the “Appraisal Analysis: Agency Loan Programs /
Improvements Section of the Appraisal Report” topic/subtopic
presented in Section 1.07: Appraisal Guidelines of the Correspondent
Seller Guide.

e Special Feature Code Requirements

Use SFC J08 to identify a mortgage loan originated as a GreenCHOICE
Mortgage as a purchase or "no cash-out" refinance mortgage to finance
energy and/or water efficiency improvements.

Use SFC J28 to identify a mortgage originated as a GreenCHOICE
Mortgage to pay off outstanding energy debt, for a "no cash-out" refinance
mortgage.

Note: Freddie Mac will credit the lender (selling the loan to Freddie Mac) a
$500 loan level price adjustment for loans with financed energy and/or
water efficiency improvements (that include SFC J08 as a part of the
delivery information). At this time, Truist is unable to pass this $500 price
adjustment credit on to the Correspondent Lender.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Fannie Mae’s Truist Notes:

HomeStyle® .
Renovation
Mortgage /

Freddie Mac’s
CHOICERenovat
ion® Mortgage o

All HomeStyle Renovation mortgage and CHOICERenovation mortgage
transactions must be underwritten by the Correspondent lender (approved by
Truist for delegated underwriting authority). HomeStyle Renovation mortgage
and CHOICERenovation mortgage transactions are not eligible for purchase if
Truist underwrites the loan.

Due to the unigue activities and responsibilities required after closing (and prior
to purchase) for HomeStyle Renovation mortgage and CHOICERenovation
mortgage transactions, for additional clarity, all references to “lender” in this
section (unless otherwise noted) refers to the Correspondent lender
underwriting and monitoring the completion of the HomeStyle Renovation
mortgage and CHOICERenovation mortgage transaction.

Non-AUS

Overview

¢ The HomeStyle Renovation mortgage enables a borrower to purchase a
property or refinance an existing loan and include funds in the loan amount
to cover the costs of repairs, remodeling, renovations, or energy
improvements to the property.

Truist Note: All renovation work must be complete when the loan is
delivered to Truist for purchase. Truist will not purchase a HomeStyle
Renovation mortgage prior to completion of the renovation work.

Allowable Improvements

e There are no required improvements or restrictions on the types of
renovations allowed, nor is there a minimum dollar amount for renovations.

e Generally, improvements should be permanently affixed to the real property
(either dwelling or land), with the exception of certain appliances installed
with kitchen and utility room remodels. The borrower may use HomeStyle
Renovation to purchase appliances as part of an overall remodeling project
that includes substantial changes or upgrades to the rooms in which the
appliances are placed.

¢ HomeStyle Renovation may be used to complete the final work on a newly
built home when the home is at least 90% complete. The remaining
improvements must be related to completing non-structural items the original
builder was unable to finish. Such work may include installation of buyer-
selected items such as flooring, cabinets, kitchen appliances, fixtures, and
trim.

¢ HomeStyle Renovation may be used to construct various outdoor buildings
and structures when allowed by local zoning regulations. These buildings or
structures must be in compliance with any applicable building codes for the
local area. Examples of acceptable structures include, but are not limited to,
accessory units, garages, recreation rooms, and swimming pools.

¢ HomeStyle Renovation may not be used for complete tear-down and
reconstruction of the dwelling.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® .

Renovation e Lender Responsibilities

Mortgage / e All renovation work must be completed and the loan delivered to Truist for
Freddie Mac’s purchase within 9 months of the date of the mortgage note.
CHOICERenovat e Lenders may nottransfer servicing on HomeStyle Renovation loans during
ion®Mortgage, the renovation period.

continued e The lender is responsible for monitoring completion of the renovation work

and must exercise all approval and oversight responsibilities that are
customary and required to comply with specific state laws and to ensure that
clear title to the property is maintained.

Lenders may use vendors to manage the operational, escrow, and
completion requirements for HomeStyle Renovation loans; but when a
vendor is used, the lender is responsible for adequate vendor oversight to
ensure all requirements are met.

If any action the lender takes or fails to take in overseeing the renovation
work affects Fannie Mae’s ability to acquire clear title to the property, the
lender may be required to repurchase the loan.

The lender must maintain a copy of all of the documentation that supports
the renovation work, including plans and specifications, “as completed”
appraisal, renovation contract, renovation loan agreement, certificate of
completion, title insurance endorsements or updates, and any other related
documentation in the loan file. For more information about the specialized
legal documentation Fannie Mae requires for a HomeStyle Renovation
mortgage, see “Fannie Mae’s HomeStyle Renovation Mortgage” in the
“Closing and Loan Settlement Documentation” topic subsequently outlined in
this document.

e Delivery and Special Feature Code Requirements

All renovation work must be completed and the loan delivered to Truist for
purchase within 9 months of the date of the mortgage note.

Truist will not purchase a HomeStyle Renovation mortgage prior to
completion of the renovation work.

Special Feature Code Requirements:

e Use SFC 279 to identify a HomeStyle Renovation mortgage.

¢ When the HomeStyle Renovation mortgage includes financing of energy-
related improvements, in addition to SFC 279, also use SFC 375 to
identify the HomeStyle Energy feature.

Note: When the HomeStyle Renovation mortgage includes financing of
energy-related improvements, Fannie Mae will credit the lender (selling
the loan to Fannie Mae) a $500 loan level price adjustment (for loans
that include SFC 375 as a part of the delivery information). At this time,
Truist is unable to pass this $500 price adjustment credit on to the
Correspondent Lender.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle®

Renovation e Loan and Borrower Eligibility
Mortgage / e Renovation-Related Costs

Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

Renovation-related costs that may be considered as part of the total

renovation costs include:

property inspection fees;

costs and fees for the title update;

architectural and engineering fees;

independent consultant fees;

costs for required permits;

other documented charges, such as fees for energy reports,

appraisals, review of renovation plans, and fees charged for

processing renovation draws; and

e up to six months payments (PITIA) if a primary residence property
cannot be occupied during renovation (see the “Costs and Escrow
Accounts” section subsequently outlined in this subtopic for additional
information).

Note: An amount for sweat equity may not be factored into the renovation
costs.

Property Requirements

The security property for a HomeStyle Renovation mortgage must be:

e aone-to four-unit primary residence, or

e aunitinan eligible PUD or condo project.

When the security property is a unit in a condo project, the proposed
renovation work must be permissible under the bylaws of the HOA, or
the HOA must have given written approval for the renovation work. The
renovation work for a condo unit must be limited to the interior of the unit,
including the installation of fire walls in the attic.

Mortgage Terms

A HomeStyle Renovation mortgage may be either a fixed-rate mortgage
or an ARM loan. The original principal amount of the mortgage may not
exceed Fannie Mae’s maximum allowable mortgage amount for a
conventional first mortgage.

Fannie Mae provides the HomeStyle Renovation Maximum Mortgage
Worksheet (Form 1035), to assist lenders in calculating the maximum
loan amount.

The maximum cost for renovations for various HomeStyle Renovation
scenarios are described in the following table.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® o _
Renovation e Loan and Borrower Eligibility, continued
Mortgage /

Freddie Mac’s

ion® Mortgage, Purchase Transactions | 75% ofthe lesser of:

continued

Mortgage Terms, continued

CHOICERenovat Transaction Type | The cost of renovation must not exceed. ..

e the sum of the purchase price of the property plus
renovation costs, or
o the"as completed” appraised value ofthe property.

Limited Cash-Out 75% of the “as completed” appraised value of the
Refinance Transactions | property.

Do It Yourself’ Option

The “Do It Yourself” option is available for renovations made to one-unit
properties by the borrower. “Do It Yourself” renovations may notrepresent
more than 10% of the “as completed” value of the property. The lender
must review and approve the renovations in advance, and must inspect
the completion of all items that cost more than $5,000.

A borrower may request reimbursement for his or her payments for the
cost of materials or for the cost of properly documented contract labor, but
not for the cost of his or her sweat equity (labor). When a borrower
chooses this option, the lender must fully budget for the cost of labor and
materials related to the renovation so that, should the borrower be unable
to complete the work, a contractor can be hired to finish any of the ‘Do |t
Yourself” repairs.

LTV Ratios

HomeStyle Renovation mortgage transactions are subject to the LTV,

TLTV, and HTLTV ratios (per eligible transaction type) outlined in the

applicable first mortgage product description.

The LTV ratio calculation differs based on the applicable transaction type.

e For a purchase money transaction, the LTV ratio is determined by
dividing the original loan amount by the lesser of the “as completed”
appraised value of the property or the sum of the purchase price of
the property and the total renovation costs.

e For a limited cash-out refinance transaction, the LTV ratio is
determined by dividing the original loan amount by the “as completed”
appraised value of the property.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® o _

Renovation e Loan and Borrower Eligibility, continued

Mortgage / o . .

Freddie Mac’s e Limited Cash-Out Refinance Transactions

CHOICERenovat ¢ WhenaHomeStyle Renovation mortgage loan is originated as a limited cash-
ion®Mortgage out refinance transaction, the loan amountmay include:

continued ’ e the amountrequired to satisfy the existing first mortgage;

¢ the amountrequired to satisfy any outstanding subordinate mortgage
liensthat were used to acquire the property;

e closing costs, prepaid fees, and points; and

o thetotal renovation costs, includingallowable renovation-related costs for
the home improvements up to the maximum permitted LTV and TLTV
ratios.

The borrower may not obtain any other funds from the transaction, including

those that are generally allowed for a limited cash-out refinance transaction.

Excess funds, if any, afterrenovations are completed, may be applied to the

loan balance as a curtailment or may be reimbursed to the borrower for the

cost of actual supplies or additional renovations for which paid receipts are

provided. The value of sweatequity may not be reimbursed.

Borrower Requirements

Borrowers must meet the general borrower eligibility requirements of the
applicable Agency firstmortgage product.

To ensure that the borrower understands all of the terms of a HomeStyle
Renovation mortgage, the lender may use Fannie Mae’s HomeStle
Renovation Consumer Tips (Form 1204), as a checklistfor the key facts that
need to be disclosed to the borrower, and the borrower’s signature will serve
as an acknowledgmentof his or her understanding of these facts.

e Collateral Considerations
Appraisal Requirements

The appraisal reportfor a HomeStyle Renovation mortgage must provide an
“as completed” appraised value thatestimates the value of the property after
completion of the renovation work. (See the “Loan and Borrower Eligibility /
Mortgage Terms” section previously presented in this subtopic, for
requirements pertaining to the cost of the renovations as a percentage of the
appraised value. See also“Unplanned Changes in Scope or Incomplete Work’
laterin this section.

Energy Report Requirements

The lender must review an energy report if a HomeStyle Renovation loan is
being combined with a HomeStyle Energy loan. See the “Fannie Mae’s
HomeStyle® Energy for Improvements on Existing Properties” requirements
previously outlined in this documentfor additional information conceming the
requirements related to the energy report.

Note: Energy improvements may be financed without obtaining an energy
reportif the lenderis not utilizing the additional flexibilities under the
HomeStyle Energy program.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued
HomeStyle® : . .
Renovation Collateral Considerations, continued

Mortgage / o
Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

Contractor Requirements

All renovation work must be performed by a licensed contractor or

subcontractor, unless contractor licensing is not applicable under state or

local law for the specific trade or type of renovations being performed.

The borrower must choose the contractor to perform the needed

renovation, subject to the lender’s determination that the contractor is:

e qualified and experienced,

¢ has all appropriate credentials required by the state,

¢ s financially able to perform the duties necessary to complete the
renovation work in a timely manner, and

e agrees to indemnify the borrower for all property losses or damages
caused by its employees or subcontractors

The lender may not choose the contractor or refer the borrowerto any one

specific contractor. However, the lender may require the borrower to

obtain a completed Contractor Profile Report (Form 1202) from the

contractor that is selected to ensure that the lender has sufficient

information available to make a determination about the contractor’s

gualifications.

The borrower may also complete repairs under the “Do It Yourself” option

previously described in the “Loan and Borrower Eligibility” section of this

subtopic.

Plans and Specifications

The plans and specifications must be prepared by a registered, licensed,
or certified general contractor, renovation consultant, or architect. The
plans and speciffications should fully describe all of the work to be done
and provide anindicationof when variousjobs or stages of completion wil
be scheduled (including both the start and completion dates).

The lender must use the plans and specifications to document and
evaluate the quantity, quality, and cost of the renovation work that is to be
done and to determine the amount of financing that will be available.
These plans and specifications also must be used by the appraiser in the
development of his or her opinion of the “as completed” value of the
property.

Before approving any change a borrower wants to make to the original
plans and specifications, the lender must require the borrower to submit a
HomeStyle Change Order Request (Form 1200) or a substantially similar
document, that provides a detailed description of:

e the changes,

¢ the cost of the changes, and

e the estimated completion date(s).

Continued on next page

Section 2.01
Agency Loan Programs
Correspondent Seller Guide

August 19, 2022
TRUIST - H Page 56 of 724



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf
https://www.fanniemae.com/content/guide_form/1202.pdf
https://www.fanniemae.com/content/guide_form/1200.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® : . .

Renovation e Collateral Considerations, continued

Mortgage / e Unplanned Changes in Scope or Incomplete Work

Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

Lenders must work with borrowers and contractors to ensure renovations
are completed as planned, within an acceptable timeframe. If unforeseen
circumstances occur during the renovation work, such as propery
damage from a natural or manmade disaster, or a life altering event such
as death or divorce, the lender must take additional steps to evaluate the
materiality of the change to any renovations in progress.

The lender must obtain an updated appraisal to determine whether the
changes will impact the “as completed” value of the property. In some
cases, the lender may be responsible for additional mortgage insurance.
If the new LTV exceeds Fannie Mae’s eligibility criteria, or the changes
result in a home that does not meet Fannie Mae’s general property
standards and appraisal requirements, the loanis noteligible for purchase
by Truist.

e Costs and Escrow Accounts
Costs and Escrow Accounts

The costs of the renovations will be based on the plans and specifications
for the work and on the contractor’s bids for all of the work requested by
the borrower. The renovation costs may include a contingency reserve,
renovation-related costs, and an escrow for mortgage payments that
come due during the renovation period, if the borrower is unable to occupy
the property during the renovation.

Contingency Reserve

The contingency reserve should cover all renovation-related costs
including labor, materials, fees, permits, plans and specifications,
inspection costs, and other expenses related to the renovation.

A contingency reserve is notrequired for a mortgage secured by a one-unit
property, however the lender may choose to establish one. A contingency
reserve equal to 10% of the total costs ofthe repairsand renovation work must
be established and funded for a mortgage that is secured by a two- to four-
unit property to cover required unforeseen repairs or deficiencies that are
discovered during the renovation. The lender may increase the contingency
reserve to 15% if it determines the higher reserve is appropriate given the
scope and scale of the renovation.

The contingency reserve may be considered as part of the total renovation
costs or the borrower may fund it separately. It may be released only if
required, necessary, and unforeseen repairs or deficiencies are discovered
during the renovation. Unused contingency funds, unless they were received
directly from the borrower, mustbe used to reduce the outstanding balance of
the renovation loan after all of the renovation work has been completed and
the certification of completion has been obtained.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued
HomeStyle® .
Renovation Costs and Escrow Accounts, continued

Mortgage / N
Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

Contingency Reserve, continued

However, a borrower may use the remaining contingency reserve funds for

making additional improvements or repairs to the property,if the lender:

e warrants that the work scheduled and described in the plans and
specifications was completed and the contingency reserve funds have
already been reduced by any cost overruns; and

e ensuresthat:

e the contingency reserve funds that are to be used for additional
improvements or repairs are actually used to improve the real
property,

e the improvements or repairs are documented with paid receipts from
the borrower’s own funds, and

e inspections of the additional work or installations are completed by
the appraiser who prepared the “as completed” value appraisal
report.

Escrowing Initial Mortgage Payments

At the borrower’s request, up to six mortgage payments (PITIA) that will
become due during the renovation period may be included as part of the total
renovation costs for a primary residence property if the property cannot be
occupied during the renovation period. The lender or its agent musthold the
fundsin a renovation escrow account, and only apply them to payments that
come due during the period in which the property cannotbe occupied.

Note: The lender may set up a separate escrow account for the mortgage
paymentsin lieu of includingthe fundsin the renovation escrow account.

Renovation Escrow Account

The renovation costs (less any draws made at closing), the contingency
reserve, mortgage payments (if applicable), and monies that the borrower
provides from his or her own funds, mustbe depositedinto an escrowaccount
forthe benefitof the borrower. The renovation escrowaccountmust meet the
requirements shown in the following table atthe time of delivery to Truist.

4 | Renovation Escrow Account Requirements

The accountmust meet the requirements of and be administered in
accordance with the requirements in Fannie Mae’s Servicing Guide,
D1-2-01, Renovation Mortgage Loans.

The funds must be used to complete the repair and renovation work
and, if applicable, make any mortgage payments that come due
during therenovation period.

Note: The lender must ensure that the funds held for mortgage
payments are used only for that purpose and are not used for
renovationsor any other reason.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeSter® e Costs and Escrow Accounts, continued
Renovation . _
Mortgage / e Renovation Escrow Account, continued

Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

v Renovation Escrow Account Requirements, continued

Thelender, orits agent, is responsible for administering this account and

ensuring the repairs and renovations are completed in a timely manner

and in accordance with the plans, specifications, and contractor

estimated bids.

The lender must release funds from this account only when any given

renovation work has been completed, and then only in accordance with

the agreed-upon schedule and after receiptof a specific request.

Renovation funds may only be disbursed using the following processes:

e acheckissued jointlyto the borrower and the contractor; or

e awire transfer to the contractor after the lender has obtained written
consentfromthe borrower to release the funds to the contractor. The
written consentmustbe received prior to each disbursement. It must
specify the borrower’s name, property address, amount of funds to
be disbursed, contractor to which the funds are to be disbursed, and
date of the consent.

After renovations are complete, all funds remaining in this account,

including any mortgage paymentreserves, may be used to either:

e reduce the unpaid principal balance of the loan (unless they
representfunds deposited separately by the borrower), or

e to make additionalimprovements or repairs to the property.

Note: The lender may fundup to 50% of the planned materials costat closing
with an initial materials draw. A portion of this draw may be used to pay for
permits, architect fees, and design or planning expenses that were incured
during the initial part of the project. The lender must obtain periodic
inspections to confirm the work is being completed as planned prior to the
issuance of additional escrowdraws.

e Should there be an increase in costs during the renovation period, the
borrower, orthe lender, mustfund the amount of the increase. The lender may
not increase the loan amountto offsetanyincrease in costs. The lender must
ensure that the additional funds are obtained in a manner that will not affect
the priority of Fannie Mae’slien.

e Completion Certification

Following completion of the renovation work, the lender must obtain a certification
of completion stating the renovation was completed in accordance with the
submitted plans and specifications. The certification must be documented on the
Appraisal Update and/or Completion Report (Form 1004D). The 1004D must
confirm all “subjectto” items listed on the appraisal were completed. If deviations
have been made to the initial plans, the appraiser must note any impactto the
value. If the value has been impacted, the lender must follow the “Unplanned
Changes in Scope or Incomplete Work” guidance previously outlined in this
subtopic.

The lender must also obtain a certificate of occupancy upon completion of
renovation if it is required by local authorities for the type of renovation work
that was completed.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued
HomeStyle® .
Renovation Title and Insurance Updates

Mortgage /
Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

Concurrent with the last disbursement of funds, the lender must obtain a title
update through the date the renovation was completed, to ensure the
continuance of Fannie Mae’s first lien priority and the absence of any
mechanics’ or materialmen’s liens. When the property is located in a state in
which contractors’, subcontractors’, or materialmen’s liens have priority over
mortgage liens, the lender must obtain all necessary lien releases or take any
other action that may be required to ensure title to the property is clear of all
liens and encumbrances.

The lender also must retain in the loan file a certification regarding the
adequacy of the property insurance following completion of the renovation.
The certification must confirm the coverage has been increased, if necessary,
to comply with Fannie Mae’s standard property and flood insurance
reguirements.

e Renovation Contract, Renovation Loan Agreement, and Lien Waiver

Renovation Contract

e The renovation contractmust:

e itemize the specific work that the contractor agrees to perform for the
borrower;

e state the agreed-uponcostof the renovation;
identify all subcontractors and suppliers; and
include an itemized description that establishes the schedule for
completingeach stage of the work and the corresponding payments to be
made to the contractor.

e This contract, which must be fully executed by both the contractor and the
borrower prior to closing, mustrequire the contractor to:

e be dulylicensed (if required by applicable law);

e obtain all required insurance coverages (such as all-risk, public liability,
workmen’s compensation, and automobile liability);

e complete the work in compliance with the contract and all applicable
governmentregulations (such as building codes and zoning restrictions);

e obtain the necessary building permits (including a certificate of
occupancy, upon completion of renovations, if required by local law); and

e provide for appropriate remedies for resolving disputes (including an
agreement to indemnify the borrower for all property losses or damages
caused by the contractor’'s employees or subcontractors).

e Fannie Mae has developed a model Renovation Contract (Form 3730) to
documentthe renovation contractbetween the borrower and the contractor.

e The lender must keep a copy of the fully executed renovation contract in
the loan file.

e« HomeStyle Renovation mortgages may be subject to a variety of laws and
regulations, based on the type of transaction or the types of lenders
originating the mortgages. Therefore, when Fannie Mae's model
document is used, all appropriate, required changes must be made.
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Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle®
Renovation
Mortgage /

Renovation Contract, Renovation Loan Agreement, and Lien Waiver,
continued

Freddie Mac’s e Renovation Loan Agreement

CHOICERenovat « Arenovation loan agreement is a written agreement between the

lon”Mortgage, borrower and the lender. This agreement must be fully executed by both

continued the lender and the borrower at closing and dated the same date as the
note. The agreement must:

state the original principal amount of the related promissory note

payable to the lender;

include the property address;

state the terms and conditions of the loan prior to the completion of

the improvements;

state the events that constitute a borrower default, including, but not

limited to, failing to keep any promise or to perform any obligation in

the agreement;

indicate the remedies available to the lender if the borrower defaults

under the terms of either the renovation contract or other loan

documents;

reguire the contractor to have any license required by any

government regulations, and to obtain and keep in force an all-risk

insurance policy (witha physical loss form endorsement and a

mortgagee’s loss payable clause) equal to 100% of the full

replacement cost of the improvements, public liability insurance,
workmen’s compensation insurance (as required by applicable state
law), and automobile liability insurance;

require that either the borrower or the contractor obtain (and keep in

force) all work permits required by any government agency, and

comply with all applicable laws or government regulations;

require the borrower to:

« submit to the lender a title policy and assist the lender in
obtaining the appraisal and a survey;

- agree that all renovation work will be completed within 9-months
of the date of the mortgage note and in accordance with the
terms of the renovation contract (subject to approved change
orders);

Note: All renovation work must be completed and the loan
delivered to Truist for purchase within 9 months of the date of
the mortgage note.

« permit the lender to make property inspections; and

« pay all costs and expenses required to satisfy any conditions of
the agreement (including costs overruns, the costs of change
orders, and the costs of enforcement of the agreement in the
event of default);

Continued on next page

Section 2.01
Agency Loan Programs
Correspondent Seller Guide

August 19, 2022
TRUIST - H Page 61 of 724



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle® _ _ | |
Renovat?lon Renovation Contract, Renovation Loan Agreement, and Lien Waiver,
Mortgage / continued

Freddie Mac’s e Renovation Loan Agreement, continued

CHOICERenovat

state the terms and conditions under which the lender may extend the

|0n®_Mortgage, completion deadline if the renovation cannotbe completed ontime (due

continued to extenuating circumstances outside of the borrower's control),
including requiring any extension to be in writing and the borrower to not
be indefaultunder any of the terms of the loan documents or the
renovation contract;

Note: All renovation work mustbe completed and the loan delivered to

Truist for purchase within 9 months of the date of the mortgage note.

e include provisionsrelated to:

o the time,manner,and method by which the lender disburses the
loan proceeds;

e conditions on how the disbursements may be used;

e proceduresonhowto requestadisbursement(including the proper
format, information, and required signatories);

« documentation required to supporteach requestfordisbursement
(such as the title policy, any required lien waivers fromall
contractors, subcontractors, and suppliers) and any required
inspection reports;

e the numberand amountof payments thatthe lenderisto make to
the borrower and/or the contractor;and

e obligate the borrower and the contractor to enterinto a renovation
contract for all labor and materials to renovate the improvements, and
provide the lender with a copy of:

« thatcontract;

« the applicable plans and specifications thatfully describe all work to
be performed;

« the renovation budget (which provides atimetable for stages of
completion and the schedulefor disbursements for payment of
amounts due);

e aschedule of disbursements for payment of the renovation costs;
and

e the requirementsforrequesting (and obtaining approval of) change
orders.

e Fannie Mae hasdeveloped amodel RenovationLoan Agreement (Form
3731)to documentthe renovation loan agreementbetween the borrower
and the lender.

e Because HomeStyle Renovation mortgages may be subjectto a variety of
laws and regulations based on the type of transaction or the type of lender
originating the mortgages, alenderthatuses Fannie Mae’s model
documents mustmake all appropriate, required changes to them.

e The fully executed renovationloan agreementis a custodial document. The
lender mustmaintain a copy of the agreementin the loan file and send the
original to the document custodian as partof the loan delivery package.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Non-AUS, continued

HomeStyle®

Renovation e Renovation Contract, Renovation Loan Agreement, and Lien Waiver,
Mortgage / continued

Freddie Mac’s _ _

CHOICERenovat e Lien Waiver

ion®Mortgage, e Before alender makes the final disbursement upon the completion of
continued renovation, it must obtain a lien waiver from the contractor, all

subcontractors, and suppliers or a clear title report that releases all
contractor, subcontractor, and supplier liens. Fannie Mae’s model
document—Lien Waiver (Form 3739)—may be used for this, provided
the lender makes any changes to it that are required by applicable
law.

e Closing Documentation Requirements

e Seethe “Fannie Mae’'s HomeStyle® Renovation Mortgage” subtopic
subsequently presented in the “Closing and Loan Settlement
Documentation” topic for guidance.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines, exceptas
follows:
¢ DU willdetermine thatthe transaction is a HomeStyle Renovation Mortgage if
thereis an amountentered on Line B of the loan application (Form 1003 Section
VII 7/05 (rev.6/09) or Section L4 (1/2021)).
e Property Requirements
e The security property fora HomeStyle Renovation mortgage mustbe:
e aone-to four-unitprimaryresidence;
e aone-unitsecond home;
e aone-unitinvestmentproperty; or
e aunitin aneligible PUD or condo project.
¢ Whenthe security propertyis a unitin a condo project, the proposed
renovation work mustbe permissible under the bylaws of the HOA, or the
HOA musthave given written approval for the renovation work. The renovation
work for a condo unit mustbe limited to the interior of the unit, including the
installation of fire walls in the attic.

Freddie Mac LPA

Follow LPA requirements, which are as follows:

¢ A CHOICERenovation mortgage is a mortgage, the proceeds of which are
used to finance repairs and/or improvements to the mortgaged premises (the
"renovations") and which meets the other requirements of this section.

Truist Note: All renovation work must be complete when the loan is delivered
to Truist for purchase. Truist will not purchase a CHOICERenovation mortgage
prior to completion of the renovation work.

e EligibleMortgages
¢ CHOICERenovation mortgages must be first lien conventional mortgages.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued
HomeStyle®

Renovation e Ineligible Mortgages
Mortgage / e Seasoned mortgages

Freddie Mac’s

e Financed permanent buydown mortgages
CHOICERenovat e Seller-owned modified mortgages and seller-owned converted mortgages
ion®Mortgage, e Community land trust mortgages
continued
e Property Eligibility and Occupancy
e ChoiceRenovation mortgages must be secured by one of the following:
e 1-to 4-unit primary residence
e Second home
e l-unitinvestment property
e Condominium unit or a unit located in a PUD
e General Eligibility Requirements
e Required Completion Date
e All renovation work must be completed and the loan delivered to Truist
for purchase within 9 months of the date of the mortgage note.
e Mortgage Purpose
e CHOICERenovation mortgages must be either purchase transaction or

"no cash-out" refinance mortgages with proceeds used as follows:

e Forpurchase transaction mortgages, CHOICERenovation mortgage
proceeds may be used to purchase the mortgaged premises and to
pay for the eligible renovations described in this section

e For"no cash-out" refinance mortgages, CHOICERenovation
mortgage proceeds may be used as described in the “Limited Cash-
Out Refinance (LPA Terminology: “No Cash-Out’ Refinance)”
subtopic subsequently presented in this document, except that
proceeds may not be used to disburse cash out to the borrower. A
CHOICERenovation mortgage secured by a property previously
owned free and clear by the borrower is considered a "no cash-out"
refinance mortgage if the proceeds are used only to finance the
eligible renovations described in the “Eligible Renovations” section
below. Atleast one borrower must have been on the title to the
subject property for at least six months prior to the note date, unless
one of the exceptions to this title requirement that are specified in
the “Cash-Out Refinance” subtopic, subsequently presented in this
document, applies.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued

HomeStyle®

Renovation e Maximum LTV/TLTV/HTLTV Ratios

Mortgage / ¢ CHOICERenovation mortgage transactions are subject to the
Freddie Mac’s maximum LTV, TLTV, and HTLTV ratios (per eligible transaction type)
CHOICERenovat outlined in the applicable first mortgage product description.
ion®Mortgage,

continued e Determining Value

e The value used to determine the LTV, TLTV, and HTLTV ratios must
be established as follows:

Purchase transaction | "No cash-out" refinance
Value is the lesser of: Value is the appraised value ofthe
e The purchasepriceofthe mortgaged premises, as completed

mortgaged premises prior to
the renovations plus the
renovation costs (costs of
demolition and reconstruction),
or

e Appraised value ofthe
mortgaged premises, as
completed

e Secondary Financing
e Secondary financing must comply with requirements for the specific
mortgage product or offering.

e Underwriting CHOICERenovation Mortgages
e Residential Loan Application

e The lender must code the purpose of the loan on Form 65, Uniform
Residential Loan Application, as either purchase or refinance (as
applicable) and not as construction or construction-permanent.

e The lender must code the Loan Purpose on Form 1077, Uniform
Underwriting and Transmittal Summary (or equivalent form), as either
purchase or no cash-out refinance (as applicable) and not as home
improvement. The lender must indicate in the Underwriter Comments
if the mortgage is a CHOICERenovation mortgage.

e Loan Product Advisor (LPA)
¢ All CHOICERenovation mortgages must be submitted to Loan Product
Advisor and must receive a Risk Class of Accept. If the mortgage
receives a Loan Product Advisor evaluation status of invalid, ineligible
orincomplete, itis ineligible for sale to Freddie Mac.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued
HomeStyle®
Renovation e EligibleRenovations

Mortgage / o
Freddie Mac’s
CHOICERenovat

Eligibleand Ineligible Uses of Mortgage Proceeds
¢ CHOICERenovation mortgage proceeds must only be used to finance
renovations that are made to a property with an existing dwelling, and

ion®Mortgage, may include:
continued o Fees related to plans and specifications, permits, title updates,
appraisals, draw inspections and the final inspection
e Anamount up to, but no more than, six monthly payments of
principal, interest, taxes and insurance (PITI)

o Proceeds may be used to renovate or repair a property that has been
damaged in a disaster or for renovations that will protect the mortgaged
premises in case of a future disaster (e.g., storm surge barriers,
foundation retrofitting for earthquakes, retaining walls, etc.)

e Proceeds may not be used:

e To raze an existing structure and build a new dwelling
o For personal property with the exception of new appliances

Note: There are no further restrictions on the type of renovations that may

be financed in accordance with this offering.

e Compliance with Applicable Laws and Project Documents

e Renovations must comply with all applicable state and local laws and
regulations, including zoning regulations. All required permits and
approvals must be obtained. Renovations of properties located in PUDs
or condominium projects must comply with all applicable project
conditions, covenants and restrictions.

e Advancing the Cost of Materials
e Exceptas otherwise state in the “Borrower as Contractor” guidance below,

50% of the cost of materials may be advanced to the contractor(s) at closing

of the CHOICERenovation mortgage in lieu of such funds being deposited

into the completion escrow account or custodial account for renovation funds

(as described in the “Funds for Renovations Requirements” guidance below),

as applicable.

Continued on next page
Section 2.01

Agency Loan Programs
Correspondent Seller Guide

August 19, 2022
TRUIST - H Page 67 of 724



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued

HomeStyle®

Renovation e Maximum Financed Renovation Cost for CHOICERenovation Mortgages
Mortgage / e Purchase Transactions

Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

e For purchase transaction mortgages, the total cost of the financed
renovations must not exceed 75% of the lesser of the:
e Sum of the purchase price of the property plus the estimated cost of
the renovations, or
e "As completed" value of the property as determined by the appraiser
pursuant to the “Appraisal Requirements for CHOICERenovation
Mortgages” guidance below

Refinance Mortgages

¢ For"no cash-out" refinance mortgages, the total cost of the financed
renovations must not exceed 75% of the "as completed" value of the
property as determined by the appraiser pursuant to the “Appraisal
Requirements for CHOICERenovation Mortgages” guidance below.

e Appraisal Requirements for CHOICERenovation Mortgages

The lender must obtain an appraisal report based on an interior and exterior
inspection. The appraisal report must include an "as completed" value of the
subject property subject to completion of the proposed renovations.

The lender must provide the appraiser with the cost estimates, plans and
specifications for the renovations.

If, after the appraiser provides the "as completed" value, changes are made
to the original plans and specifications, the lender must notify the appraiser
of the changes and provide change documentation to the appraiser. The
appraiser must provide a revised appraisal to reflect the changes and
account for the impact on the "as completed” value.

Upon completion of the renovations, the appraiser must perform a final
inspection of the property and complete a certification of completion. The
completion report must document that all renovations were completed in
accordance with the plans and specifications and mustinclude photographs
of the completed renovations.

Reference: See “Appraisals Completed Subject to Completion, Repairs or
Alterations, or an Inspection” subsequently presented in the “Appraisal Age,
Appraisal Update and/or Completion Report, and Appraisal Use
Requirements” subtopic for additional information.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued

HomeStyle® S .
Renovation Lender Responsibilities for Renovation Work and Process

Mortgage / o Responsibilities During the Renovation Period
Freddie Mac’s e During the renovation period, the lender is responsible for managing:
CHOICERenovat e Any changes to the plans and specifications the borrower has
ion®Mortgage, requested during the renovation process. If any changes are made
continued to the plans and specifications and/or the estimated time of
completion for the renovations, the changes must be agreed upon
via a change order by the borrower and the contractor and ap proved
by the lender. Documentation evidencing the change order mustbe
signed by the borrower and the contractor and mustinclude the
following, as applicable:
e Detailed description of the changes
e Updated itemized renovation costs
¢ Updated total cost of the renovations
e Any changes to the estimated completion date
e The lender may not approve changes to the plans and specifications
if such changes impact LTVTLTV/HTLTYV ratio or the property such
that either the mortgage:
¢ Would nothave been eligible for sale to Freddie Mac on the
settlement date (i.e. date the loan is sold to Freddie Mac), or
¢ Would have been eligible for sale but under different terms

e Other Lender Responsibilities
o The lenderis responsible for compliance with the following requirements:

e The mortgage file must contain all relevant documentation, including,
but not limited to, copies of costs of the renovations, purchase
contracts, bids, appraisal(s), renovation contract, plans and
specifications, permits and applicable homeowners association
approvals, documents related to change orders and draws,
certification of completion, and title updates

¢ Unless the borrower, acting as general contractor, performs all the
work in accordance with the “Borrower as Contractor” guidance
below, all contractor(s) and/or tradespersons chosen by the
borrower to complete the renovations must:

e Have entered into an executed, binding renovation contract with
the borrower to complete the renovations within a reasonable
time period. The contract must include an indemnification
provision requiring the contractor to indemnify the Borrower for
any property loss or damage caused by the contractor, its
employees or its subcontractors.

e Belicensed and insured as required by local and/or state
requirements, and

o Befinancially able to perform the duties necessary to complete
the renovation work in a timely manner.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued
SZ?OE\:/Satg/cl)en® o Other Lender Responsibilities, continued

Mortgage /
Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

e The lender must obtain title updates as necessary to ensure that the
CHOICERenovation mortgage meets all title insurance requirements

o Afterall renovations are completed there must be no outstanding
liens related to the renovations and the CHOICERenovation
mortgage must remain a valid first lien

Lender Responsibilities for Third Parties

For a CHOICERenovation mortgage, a third party may perform all or
some of the processing, management and performance of draw
inspections and/or maintenance and management of disbursements
from the completion escrow account or custodial account for renovation
funds (as described in the “Funds for Renovations Requirements”
guidance below), as applicable, and other requirements described above
as responsibilities or obligations of the lender.

(Note: A third party may not open and perform ongoing maintenance of
the custodial account for renovation funds).

Although these functions may not be performed directly by the lender,
the lender is responsible for the accuracy and integrity of the information
provided by the third party and for compliance with these and all Freddie
Mac requirements.

e Borrower as Contractor

The borrower may act as the general contractor for the renovations if the
borrower is a licensed contractor. The borrower may perform some or all of
the work to complete the renovations as long as he/she is licensed and
gualified to do so.

In connection with borrowers who act as the general contractor and/or
perform renovation work, the following requirements apply:

The borrower must submit to the lender a plan detailing the work items
the borrower will perform, and

CHOICERenovation mortgage proceeds may be used to reimburse the
borrower for the cost of materials but may not be used to reimburse the
borrower for labor costs
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Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued
HomeStyle® . .
Renovation Funds for Renovations Requirements

Mortgage /
Freddie Mac’s
CHOICERenovat

Renovation Funds

On the note date, funds sufficient to cover the total cost of the
renovations must be deposited into a completion escrow account.

ion®Mortgage, e The renovation costs identified in the construction contract must be
continued consistent with the amount of funds deposited into the completion
escrow account or custodial account for renovation funds, as applicable.
If the CHOICERenovation mortgage proceeds are insufficient to cover
the contracted cost of the renovations, the borrower must deposit
sufficient funds to pay the remaining amount into the completion escrow
account or custodial account for renovation funds, as applicable.
e Unused Funds
o If the CHOICERenovation mortgage is current, any funds remaining in
the completion escrow account or custodial account for renovation funds,
as applicable, after the costs of all renovations have been paid to the
appropriate parties must be used to reduce the UPB or used for
additional renovations as described below.
¢ If the transaction is a "no cash-out" refinance transaction, remaining
proceeds may be disbursed to the borrower, provided the total
amount disbursed to the borrower at closing and from the unused
funds does not exceed the maximum amount allowed as described
in the “Limited Cash-Out Refinance (LPA Terminology: “No Cash-
Out” Refinance)” subtopic subsequently presented in this document.
¢ If the remaining funds are used for additional renovations, the lender
must:

o Document that additional renovations were paid for from the
completion escrow account or custodial account for renovation
funds, as applicable, and verify the funds are being used to
further improve the mortgaged premises, and

o Verify the additional renovation work has been completed by
obtaining a completion report
Reference: See “Appraisals Completed Subject to Completion,
Repairs or Alterations, or an Inspection” subsequently presented
in the “Appraisal Age, Appraisal Update and/or Completion
Report, and Appraisal Use Requirements” subtopic for additional
information.
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Eligible Transactions, Continued

Fannie Mae’s Freddie Mac LPA, continued
HomeStyle®
Renovation e Unused Funds, continued

Mortgage /
Freddie Mac’s
CHOICERenovat
ion®Mortgage,
continued

¢ |f the CHOICERenovation mortgage is delinquent, any unused funds
must be applied in accordance with the application of payment
requirements in the Note and Security Instrument. After the

CHOICERenovation Mortgage is brought current, any remaining unused

funds may be used to reduce the UPB or used for additional renovations

(as noted above).

e If the transaction is a "no cash-out" refinance transaction, remaining
proceeds may be disbursed to the borrower, provided the total
amount disbursed to the borrower at closing and from the unused
funds does not exceed the maximum amount allowed as described
in the “Limited Cash-Out Refinance (LPA Terminology: “No Cash-
Out” Refinance)” subtopic subsequently presented in this document.

e Unused funds in the completion escrow account or custodial account
for renovation funds, as applicable, that were provided by the
borrower may be returned to the borrower after the
CHOICERenovation mortgage is brought current and renovations
are completed.

e Property Insurance

CHOICERenovation mortgages must meet Freddie Mac’s standard property
and flood insurance requirements, which includes requirements for the
minimum amount of coverage that must be maintained. Insurance coverage
may need to be adjusted during the course of renovations and/or upon
completion of all renovations based on the "as completed" value of the
property (as determined by the appraiser pursuant to the “Appraisal
Requirements for CHOICERenovation Mortgages” guidance above).

e Special Feature Code Requirement

Use SFC J25 to identify a CHOICERenovation mortgage.
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Eligible Transactions, Continued

Installment Non-AUS

Land Contract .

Whenthe proceeds of amortgage loan are used to pay offthe outstanding balance
on an installment land contract (also known as contract or bond for deed) that was
executed less than 12 months preceding the date of the loan application, Fannie
Mae will consider the mortgage loan to be a purchase money mortgage loan.

e The LTV ratio for the mortgage loan must be determined by dividing the new
loanamount bythe lesser of the total acquisition cost (defined as the purchase
price indicated in the land contract, plus any costs the purchaser incurs for
rehabilitation, renovation, or energy conservation improvements) or the
appraised value of the property at the time the new mortgage loan is closed.
The expenditures included in the total acquisition cost must be fuly
documented by the borrower.

When the installment land contract was executed at least 12 months before the

date of the loan application, Fannie Mae will consider the mortgage loan to be a

limited cash-out (rate/term) refinance. In this case, the LTV ratio for the mortgage

loan must be determined by dividing the new loan amount by the appraised value
of the property at the time the new mortgage loan is closed.

Cash-out refinance transactions involving installment land contracts are not

eligible.

Fannie Mae DU
Non-AUS guidelines apply.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

When the proceeds of a mortgage are used to pay the outstanding balance under
a land contract or contractfor deed, the mortgage may be considered either a
purchase or a "no cash-out" refinance mortgage if the requirements in this section
are met.

A copy of the executed land contractor contract for deed mustbe included in the

mortgage file.

e Fortransactionsthatinvolve the payoff ofaland contract, the property selleris the
vendor on the recorded land contract and the Owner of Record of the subject
property; and the borrowerisa vendee on the recorded land contract.

For the transaction to be considered a purchase transaction:

e The land contract or contract for deed must have been executed less than 12
months prior to the application received date

e All of the loan proceeds must be used to pay the outstanding balance under the
land contract or contract for deed and no loan proceeds may be disbursed to the
borrower.

e The loan-to-value (LTV) ratio mustbe calculated usingthe lesser of the following:
e The currentappraised value of the mortgaged premises, or
e The total acquisition cost (the purchase price indicated in the original land

contract or contract for deed, plus any cost the borrower has expended for
rehabilitation, renovation, refurbishment or energy improvements). The
mortgage file must contain sufficientdocumentation on which to calculate the
total acquisition cost.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Installment Freddie Mac LPA, continued

Land Contract,

For the transaction to be considered a "no cash-out" refinance transaction:

continued e The land contract or contract for deed must have been executed at least 12
months prior to the application received date
e The LTV ratio must be calculated using the current appraised value of the
mortgaged premises
e The mortgage file must include third-party documentation evidencing
payments in accordance with the land contract or contract for deed for the
most recent 12-month period.
e The mortgage must meet the requirements for "no cash-out" refinance
mortgages subsequently presented in this document.
Maximum Reference: See Section1.35: Compliance Overview for information regarding
Allowable Maximum Allowable Points and Fees.
Points and
Fees
Non-Arm’s Non-AUS
Length ¢ Non-arm's length transactions are purchase transactions in which there is a

Transactions

relationship or business affiliation between the seller and the buyer of the
property.

Fannie Mae allows non-arm'’s length transactions for the purchase of existing
properties unless specifically forbidden for the particular scenario, such as
delayed financing.

For the purchase of newly constructed properties, if the borrower has a
relationship or business affiliation (any ownership interest, or employment) with
the builder, developer, or seller of the property, Fannie Mae will only purchase
mortgage loans secured by a primary residence.

Fannie Mae will not purchase mortgage loans on newly constructed homes
secured by a second home or investment property if the borrower has a
relationship or business affiliation with the builder, developer, or seller of the

property.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LP

Freddie Mac allows non-arm’s length transactions for the purchase of existing
properties unless specifically forbidden for the particular scenario, such as
delayed financing.

For newly constructed homes secured by a second home or investment
property that are purchase transactions, the borrower may not be affiliated with
or related to the builder, developer or the property seller.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Transactions, Continued

Property Non-AUS

Assessed e Overview

Clean Energy e Certain energy retrofit lending programs, often referred to as Property
(PACE) Loans Assessed Clean Energy (PACE) programs, are made by localities to finance

residential energy-related improvements and are generally repaid through
the homeowner’s real estate tax bill. These loans typically have automatic
first lien priority over previously recorded mortgages. The terms of the
Fannie Mae/Freddie Mac Uniform Security Instruments prohibit loans that
have senior lien status to a mortgage.

e Eligibility
e A purchase or refinance (limited cash-out and cash-out) loan transaction with
a PACE loan remaining in a first or subordinate lien position to the new
mortgage transaction is not eligible. All PACE obligations must be paid off
as a condition to obtaining a new mortgage loan.

¢ Refinancing Options for Properties with a PACE Loan

e The following requirements apply to borrowers with loans that are owned or
securitized by Fannie Mae who seek to refinance and who obtained a PACE
loan prior to July 6, 2010:

e Paying off the PACE Loan: The lender must first attempt to qualify the
borrower for either a cash-out or limited cash-out refinance option, with
the PACE loan being paid off as part of the refinance. To mitigate the
risk posed by PACE obligations that take lien priority over the mortgage,
Fannie Mae requires that borrowers with sufficient equity pay off the
existing PACE obligation as a conditionto obtaining a new mortgage
loan. The prohibition against using the proceeds of a limited cash-out
refinance to pay off a loan not used to purchase the property will not
apply. See the “Limited Cash-Out Refinance (LPA Terminology: “No
Cash-Out“ Refinance)” subtopic and the “Fannie Mae’s HomeStyle®
Energy for Improvements on Existing Properties” guidelines for
additional information.

e Retaining the PACE loan: Not permitted.

e Seethe “Fannie Mae’s HomeStyle® Energy for Improvements on Existing
Properties” guidelines previously presented in this topic for additional
information regarding refinancing option for a PACE loan originated on or
after July 6, 2010.

Fannie Mae DU

Follow DU requirements, which are the same as non-AUS guidelines, except as

follows:

e Loan casefiles underwritten in DU as a limited cash-out refinance may receive
an Ineligible recommendation when it appears the borrower is receiving more
than 2%/$2,000 cash back due to the payoff of a PACE loan. The lend er may
deliver the loan with the “Approve/ineligible” recommendation provided that the
mortgage loan meets the requirements contained in this subtopic.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Property Fannie Mae DU, continued

Assessed
Clean Energy
(PACE) Loans,
continued

Note: A DU “Approve/lneligible” recommendation is not acceptable for limited
cash-out refinance transactions where the payoff of the PACE loan is NOT
originated in conjunction with the HomeStyle® Energy for Energy Improvements
on Existing Properties feature.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

A Property Assessed Clean Energy (PACE) or PACE-like obligation (either
referred to as a "PACE obligation") refers to any energy retrofit loan thatis:
e Used to finance energy efficiency improvements, and
e Repaid througha property tax assessment
A purchase or refinance (“no_cash-out” and cash-out) loan transaction with a
PACE loan remaining in a first or subordinate lien position to the new mortgage
transaction is not eligible. All PACE obligations must be paid off as a condition to
obtaining a new mortgage loan.
For the "no-cash out" refinance of mortgages secured by properties subject to
PACE obligations that result in or provide for first lien priority and where the
PACE obligations are paid off with the mortgage proceeds, the following
requirements apply:
¢ The new refinance mortgage must be originated in accordance with “no
cash-out” refinance mortgage requirements
o The mortgage being refinanced must be owned in whole or in part or
securitized by Freddie Mac
The PACE obligation must be paid in full
The mortgage file must include evidence that the obligation being paid off is
a PACE obligationthat results in or provides for first lien priority
¢ Use SFC H61 to identify a Freddie Mac-owned "no cash-out" refinance
mortgage where a PACE obligation is paid off with the mortgage proceeds.
For the cash-out refinance of mortgages secured by properties subject to PACE
obligations and where the PACE obligations are paid off with the morgage
proceeds, the following requirements apply:
¢ The new refinance mortgage must be originated in accordance with cash-out
refinance requirements
e The PACE obligation must be paid in full
Mortgages secured by properties that are energy efficient and are also subject to
PACE obligations may be eligible. See the “Fannie Mae’s HomeStyle® Energy
for Improvements on Existing Properties/Freddie Mac’'s GreenCHOICE
MortgagesS™” subtopic for additional guidance.
For the refinance of mortgages with Freddie Mac Settlement Dates before July 6,
2010 secured by properties subject to PACE obligations originated before July 6,
2010 that result in or provide for first lien priority, if the new refinance mortgage
does not meet the requirements of a "no cash-out" refinance mortgage or of a
cash-out refinance mortgage, as modified above, then the mortgage is not
eligible.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Transactions, Continued

Purchase Non-AUS
Transactions e Proceeds fromthe transaction may not be used to give the borrower cash back
other than the following:

e an amount representing reimbursement for the borrower’s overpayment of
fees and charges, including refunds that may be required in accordance with
certain federal laws or regulations. The Settlement/Closing Disclosure
Statement must clearly indicate the refund, and the loan file must include
documentation to support the amount and reason for the refund; and

e alegitimate pro-rated real estate tax creditin locales where real estate taxes
are paid in arrears.

o If the borrower receives cash back for a permissible purpose as listed above, the
lender must confirm that the minimum borrower contribution requirements
associated with the selected mortgage product, if any, have been met.

o Reimbursements or refunds permitted above may also be applied as a principal
curtailment.

o A pro-rated real estate tax credit is not an interested party contribution, and it
cannot be considered when determining if the borrower has sufficient assets for
the transaction.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines. The following
additional requirements apply:
e Requirements for Standard Agency Purchase Transactions with LTV,
TLTV, or HTLTV Ratios of 95.01 — 97%
o [If the LTV, TLTV, or HTLTV ratio exceeds 95% for a standard Agency
purchase transaction, the following requirements apply:
e Atleast one borrower must be a first-time home buyer, as indicated on
the Form 1003 in the Declarations section, when at least one borrower
responds “No” to the question about having an ownership interestin a
property in the last three years.
e Atleast one borrower on the loan must have a credit score.
e If all borrowers are first-time homebuyers, homeownership education is
required. See the “Homeownership Education and Housing Counseling”
subtopic within the “Eligible Borrowers” topic for additional information.

Note: The TLTV ratio can be up to 105% if the subordinate lien is a Community
Seconds loan.

Freddie Mac LPA
Follow LPArequirements, which are as follows:
e Purchase Transaction Mortgages
e A purchase transaction mortgage is a mortgage the proceeds of which are used
to:
e Acquire the mortgaged premises, or
e Acquire the mortgaged premises and finance improvements to the property
as permitted per the guidelines outlined in this document, or
e Pay off the outstanding balance under aland contractor contract for deed in
accordance with requirements in the “InstallmentLand Contract” subtopic.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Transactions, Continued

Purchase Freddie Mac LPA, continued

Transactions,

continued e Cash Back on Purchase Transaction Mortgages

The borrower may receive cash back, or a principal curtailment may be

made, only as a result of the following:

o Reimbursement for the overpayment of costs, fees and charges paid by
the borrower in connection with the purchase transaction mortgage.
Examples of such overpayments include, but are not limited to, an
earnest money deposit exceeding the required down payment amourt,
afee paid at loan application that is covered by a financing concession
at loan closing, a closing cost that is reduced after closing, or gift funds
given at loan closing and exceeding the amount needed for closing

¢ In jurisdictions where real estate taxes are paid in arrears, receipt of
funds from the property seller for real estate taxes that cover a period
prior to the note date

o Refunds mandated by federal laws or regulations
The minimum borrower contribution, if applicable, must be met at closing. If
the projected cash back, as described above, results in the borrower not
meeting the minimum borrower contribution at closing, the excess amount
of the cash back must be applied as a principal curtailment.
Any cash back or principal curtailment, as described above, must be
reflected on the Settlement/Closing Disclosure Statement. In instances of
reimbursement for the overpayment of costs, fees and charges, and/or
refunds mandated by federal law or regulation, the mortgage file must
include documentation supporting the amount and the reason for the
reimbursement and/or refund.

e Requirements for Standard Agency Purchase Transactions with LTV,
TLTV, and/or HTLTV Ratios Greater than 95%

For standard Agency transactions, if the LTV, TLTV, and/or HTLTV ratio

exceeds 95%, the following requirements apply:

e Atleast one borrower must be a first-time homebuyer

e At least one borrower on the transaction must have a usable credit
score as determined by Loan Product Advisor

o When all borrowers are first-time homebuyers, at least one borrower
must participate in a homeownership education program according to
the requirements outlined in the “Homeownership Education and
Housing Counseling” subtopic within the “Eligible Borrowers” topic
subsequently presented in this document.

Refinance See the Refinances topic subsequently presented for information on refinance
Transactions transactions.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Transactions, Continued

Relocation Non-AUS

Mortgages .

A relocation mortgage is an owner-occupied purchase money loan, originated
pursuant to an established employee relocation program, ad ministered by the

employer (or its agent), where the employer relocates employees as part of its
normal course of business.

Special Feature Code Requirement
e Use SFCO013to identify a relocation mortgage.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

Definition of a Relocation Mortgage

¢ Arelocation mortgage is an owner-occupied purchase money mortgage,
originated pursuant to an established employee relocation program,
administered by the employer (or its agent), where the employer relocates
employees as part of its normal course of business.

Eligible Mortgages

e The provisions of this section apply to mortgages made pursuant to an
employee relocation program. These mortgages must be made to a newly
hired or transferred employee to finance the purchase of a 1- to 4-unit
primary residence at a new job location pursuant to an employee
relocation program that:
e Establishes the terms and conditions under which the employer

relocates employees, and

e Is administered by the employer or its agent.

Special Occupancy Requirement

¢ The mortgaged premises will be deemed owner-occupied as of the
delivery date if the borrower occupies the mortgaged premises as a
primary residence by no later than 90 days after the note date.

Special Underwriting Requirements
e Loan Product Advisor Mortgages
e The borrower's credit reputation is acceptable if the mortgage is
submitted to Loan Product Advisor and receives a Risk Class of

Accept. Loan Product Advisor mortgages that receive a Risk Class of
Caution are not permitted.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Transactions, Continued

Relocation Freddie Mac LPA, continued
Mortgages,
continued e Pending Saleof Current Primary Residence

o If the borrower's current primary residence is pending sale and the sale will
not close before the note date of the mortgage, the monthly payment
amount for the property pending sale may be excluded from the monthly
debt payment-to-income ratio if the employee relocation program terms
include a buyout agreement for the purchase of the borrower's current
primary residence and either:

The buyout agreement is executed by the borrower; or

The buyout agreement is not executed, and:

o The borrower has sufficient reserves, in addition to any other
reserves required (for the transaction type), to pay the monthly
payment amount for the property pending sale until the expiration
date of the buyout offer as indicated in the buyout agreement; and

¢ The lender obtains and retains in the mortgage file a signed
statement from the borrower indicating his or her intention to
accept the buyout agreement if the current primary residence is
not sold prior to the expiration date of the buyout agreement.

e Special Income and Asset Requirements
e Housing Allowance

A housing allowance provided as part of an employee relocation
program may be considered stable monthly income and may be
included in the borrower's gross monthly income without documented
evidence of the most recent 12 months' receipt, provided that all other
“General Requirements for all Stable Monthly Income Qualification
Sources” and “Employed Income” requirements are met.

e 10-Day Pre-Closing Verification (10-Day PCV)
e Forborrowers transferring to a new location with the same employer, a 10-
day PCV is not required.

e Borrower's Revolving Credit Card (Charges/Cash Advances) or
Unsecured Line of Credit

The amounts charged by a borrower on credit cards to pay fees
associated with the mortgage application process (e.g., origination
fees, commitment fees, lock-in fees, appraisal, credit report and flood
certifications) or a cash advance taken by the borrower on a revolving
credit card account or an unsecured line of creditto pay such fees may
be considered borrower personal funds. If the employee relocation
program provides that the employer will reimburse the borrower for the
fees that were charged or paid by the borrower:
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Eligible Transactions, Continued

Relocation Freddie Mac LPA, continued
Mortgages,
continued e Borrower's Revolving Credit Card (Charges/Cash Advances) or

Unsecured Line of Credit, continued

e There is no maximum limit on the amount of fees associated with
the mortgage application process that may be charged or
advanced by the borrower, if the employee relocation agreement
specifically identifies such fees as subject to reimbursement by the
employer.

e The borrower is not required to have sufficient verified funds to pay
these fees; and

¢ No estimated payment based on the amount charged or advanced
must be included when determining the borrower’'s monthly debt
payment-to income ratio.

o Employer Assisted Homeownership (EAH) Benefit
¢ An Employer Assisted Homeownership (EAH) Benefit may be

used as a source of funds to qualify the borrower for the mortgage

transaction if the terms of the EAH Benefit meet the requirements

outlined in the “Employer Assistance” subtopic subsequently

presented in this document, except as modified below:

e Unsecured Loan

¢ If the monthly loan payment of principal and interest or

interest only begins on or after the 24th monthly payment
under the first lien mortgage, the amount of the monthly
payment may be excluded from the monthly debt
payment-to-income ratio; otherwise, the required monthly
payments must be included in the monthly debt payment-
to-income ratio.

e Secondary Financing

o If the monthly payment of principal and interest or interest

only begins on or after the 24th monthly payment under
the first lien mortgage, the amount of the monthly payment
may be excluded from the monthly housing expense-to-
income ratio; otherwise the required monthly payments
must be included in the monthly housing expense-to-
income ratio
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Transactions, Continued

Relocation Freddie Mac LPA, continued
Mortgages,
continued e Special Documentation Requirements for Mortgages Made Pursuant to

Employee Relocation Programs

Mortgage File Documentation Requirements

When a mortgage made pursuant to an employee relocation program
is originated in accordance with any provisions of this section, the
lender must obtain and retain the following documentation in addition
to any other documentation required per guidelines:

Complete documentation of the employee relocation program
detailing the relocation benefits, including the employer’s
contribution to mortgage financing, such as closing costs,
buydowns or other mortgage financing costs, and payment of
expenses incurred in selling the employer’s former residence, if
applicable, as well as documentation evidencing that the borrower
is eligible for the employee relocation program; or

The employer’'s agreement with the borrower detailing the terms of
the employee relocation program and any related benefits,
including the employer’s contribution to mortgage financing, such
as closing costs, buydowns or other mortgage financing costs, and
payment of expenses incurred in selling the employee’s former
residence, if applicable.

e Special Feature Code Requirement
Use SFC 013 to identify a relocation mortgage.
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Eligible Transactions, Continued

Validation of Non-AUS

Parties to the .
Mortgage
Transaction

The lender must follow awritten procedure for checking all employees, including
management, involved in the origination of mortgage loans (including
application through closing) against the U.S. General Services Administration
(GSA) Excluded Parties List (EPL), the HUD Limited Denial of Participation List
(LDP List), and the Federal Housing Finance Agency's (FHFA) Suspended
Counterparty Program (SCP) list.

If, at the time of hire or any time later, the lender has determined that an
individual is on the GSA, LDP, or SCP list, the lender may not permit that
employee to manage or perform origination functions on loans sold to Fannie
Mae, irrespective of the reason the individual is on such list.

Lenders can accessthe GSA, LDP, and SCP lists via the links provided below:

e GSA EPL - available through GSA’s System for Award Management website.
The review of GSA EPL must include a search for actions taken across all
federal agencies.

e HUD’sLDP List— available throughHUD’s website.

e FHFA’s SCP List— available through FHFA’s website.

The GSA and LDP lists are also available via AllRegs.

If the lender obtains third-party originated loans, the lender must confirm that the

third-party originator has a documented procedure for checking their potential

employees againstthe lists.

In addition to the requirements listed above, for alltransactions, itmust be confimed,

as of the note date, that all borrowers and all parties that played a role in_the

origination of the mortgage or the underlying real estate transaction are not found
on the GSA EPL, HUD LDP, or Truist Ineligible Lists.

e If a party whose nameison the GSA EPL, HUD LDP, or Truist Ineligible Listis
the borrower on the mortgage or played a role in the origination of a mortgage
or the underlying real estate transaction, the mortgage is not eligible to be
funded or purchased by Truist.

Reference: See the “Truist Ineligible List Certification” topic in Section 1.19:
Fraud Prevention Guidelines of the Correspondent Seller Guide for additional
information.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LP

The GSA EPL, HUD LDP, and Truist Ineligible Lists mustbe reviewed to determine
whether, as of the note date, a person or entity whose name is on any of these lists,
was the borrower on the mortgage or has played a role in the origination of the
mortgage orin the underlying real estate transaction.

If a party whose name is onthe GSA EPL, HUD LDP, or Truist Ineligible Listis the
borrower on the mortgage or played a role in the origination of a mortgage or the
underlying real estate transaction, the _mortgage is not eligible to be funded or
purchased by Truist.

Reference: See the “Truist Ineligible List Certification” topic in Section 1.19: Fraud
Prevention Guidelines of the Correspondent Seller Guide for additional information.
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https://www.sam.gov/
http://portal.hud.gov/hudportal/HUD?src=/topics/limited_denials_of_participation
https://www.truistsellerguide.com/manual/cor/general/1.19fraudpreventionguidelines.pdf
https://www.truistsellerguide.com/manual/cor/general/1.19fraudpreventionguidelines.pdf
https://www.sam.gov/
http://portal.hud.gov/hudportal/HUD?src=/topics/limited_denials_of_participation
https://www.sam.gov/
http://portal.hud.gov/hudportal/HUD?src=/topics/limited_denials_of_participation
https://www.truistsellerguide.com/manual/cor/general/1.19fraudpreventionguidelines.pdf
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Refinances

Continuity of Non-AUS
Obligation Continuity of obligation requirements do not apply.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:
¢  When an existing mortgage will be satisfied as a result of a refinance
transaction, one of the following requirements must be met:
e At least one borrower on the refinance mortgage was a borrower on the
mortgage being refinanced; or
e Atleast one borrower on the refinance mortgage held title to and resided
in the mortgaged premises as a primary residence for the most recent 12
month period and the mortgage file contains documentation evidencing
that the borrower has been making timely mortgage payments, including
the payments for any secondary financing, for the most recent 12-month
period;or
e At least one borrower on the refinance mortgage inherited or was legally
awarded the mortgaged premises (for example, in the case of divorce,
separation or dissolution of a domestic partnership).
e Additional requirements apply for cash-out refinance transactions. See the
“Cash-Out Refinance” subtopic for additional details.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Cash-Out Non-AUS

Refinance .

Eligibility Requirements
e Cash-outrefinance transactions must meetthe following requirements:

The transaction mustbe used to pay off existing mortgages by obtaining a new
firstmortgage secured by the same property orbe a new mortgage ona
property that does not have a mortgage lien againstit.

Properties that were listed for sale musthave been taken off the marketon or

before the disbursementdate of the new mortgage loan.

The property musthave been purchased (oracquired) by atleastone

borrower no less than six months prior to the disbursementdate of the new

mortgage loan exceptforthe following:

e Thereis no waiting period if the lender documents thatthe borrower
acquired the property through an inheritance or was legally awarded the
property (divorce, separation, or dissolution of a domestic partnership).

e The delayed financingrequirements are met. See the “Delayed Financing
Cash-Out Refinance” subtopic for further details.

o If the property was owned priorto closing by a limited liability corporation
(LLC) thatis majority-owned or controlled by the borrower(s), the time it
was held by the LLC may be counted towards meeting the borrower’s six
month ownership requirement. (In order to close the refinance transaction,
ownership mustbe transferred outof the LLC and into the name of the
individual borrower(s).

e If the property was owned priorto closing by an inter vivos revocable trust,
the time held by the trust may be counted towards meeting the borrower’s
six month ownership requirementif the borrower is the primary beneficiary
of the trust.

Ineligible Transactions
e The following transaction types are noteligible as cash-outrefinances:

The mortgage loan is subjectto a temporary interestrate buydown.

The subjectproperty was purchased by at leastone borrower within the six
months preceding the disbursementdate of the new mortgage loan exceptif
delayed financing guidelines are met.

For certain transactions on properties thathave a Property Assessed Clean
Energy (PACE) loan, borrowers who refinance the firstmortgage loan and
have sufficientequity to pay off the PACE loan butchoose not to do so will be
ineligible for a cash-outrefinance. See the “Property Assessed Clean Energy
Loans” subtopic for additional information.

Transactions classifiedas Homestyle Energy loans. However, energy-related
improvements are permitted.

Transactions in which a portion of the proceeds of the refinance is used to pay
off the outstanding balance on an installmentland contract, regardless of the
date the installmentland contractwas executed.

The new loan amountincludes the financing of real estate taxes that are more
than 60 days delinquentand an escrow accountis not established, unless
requiring an escrow accountis not permitted by applicable law or regulation.
For example, if a particular state law does not allow a lender to require an
escrow accountunder certain circumstances, the loan would be eligible for
sale to Fannie Mae withoutan escrow account.

e The transactionis not eligible for delivery to Fannie Mae if the subjectproperty is
listed for sale at the time of disbursement of the new mortgage loan.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Cash-Out Non-AUS, continued

Refinance,
continued

Acceptable Uses
e The following are acceptable uses for cash-outrefinance transactions:

e paying off the unpaid principal balance of the existing firstmortgage;

¢ financing the paymentof closing costs, points, and prepaid items. The
borrower can include real estate taxesin the new loan amount. Delinquent real
estate taxes (taxes past due by more than 60 days) can also be included in the
new loan amount, butif they are, an escrow accountmustbe established,
subjectto applicable law or regulation;

e paying off any outstanding subordinate mortgage liens of any age;

o taking equity out of the subject property that may be used forany purpose;
financing a short-term refinance mortgage loan thatcombines a firstmortgage
and a non-purchase-money subordinate mortgage into a new firstmortgage or
a refinance of the short-term refinance loan within sixmonths.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines, exceptas follows:

For DU loan casefiles, if the DTl ratio exceeds 45%, six months reserves are required.

Freddie Mac LPA
Follow LPArequirements, which are as follows:

A cash-out refinance mortgage must meet the applicable requirements outlined in the

“Continuity of Obligation” subtopic previously presented in this topic.

A cash-outrefinance mortgage is a mortgage in which the use of the loan amountis not

limited to specific purposes.

A mortgage placed on a property previously owned free and clear by the borrower is

considered a cash-outrefinance mortgage, exceptfor CHOICERenovation® morigages

when proceeds are used only to finance the eligible renovations as described in the

“Freddie Mac’'s CHOICERenovation®™Mortgage” guidelines previously presented in the

“Eligible Transactions” topic. These CHOICERenovationmortgages are considered "no

cash-out" refinance mortgages. For more information, see the “Freddie Mac's

CHOICERenovationS™ mortgage” guidelines previously presented in the “Eligible

Transactions” topic.

At least one borrower musthave been on the title to the subject property for at least six

months prior to the note date, except as specified below.

e For cases in which the property is a leasehold estate, at least one borrower must
have been lessee onthe ground lease orlease agreement of the subjectleasehold
estate forat leastsix months.

e For casesin whichtitle to the propertyis held by a limited liability company (LLC)
or limited partnership (LP), the time the property wastitled in the name of the LLC
or LP may be included in the six-month requirement provided:

e Atleastone borrower musthave beenthe majority owner or had control of the
LLC or LP since the date the property was acquired by the LLC or LP, and

e Title mustbe transferred from the LLC or LP into the borrower's name prior to
the note date
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Refinances, Continued

Cash-Out Freddie Mac LPA, continued
Refinance,
continued e If none of the borrowers have been on the title to the subject property for at least six

months prior to the note date of the cash-out refinance mortgage, the following

requirement(s) mustbe met:

e At leastone borroweron the refinance mortgage inherited or was legally awarded
the subject property (forexample, in the case of divorce, separation or dissolution
of a domestic partnership)

OR

¢ Allofthe Delayed Financing Cash-Out Refinance guidelines mustbe met. See the
“Delayed Financing Cash-OutRefinance” subtopic for further details.

Reference: See the “Property Assessed Clean Energy (PACE) Loans” subtopicfor
additional information.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Delayed Non-AUS

Financing e Borrowers who purchased the subject property within the past six months
Cash-Out (measured from the date on which the property was purchased to the disbursement
Refinance date of the new mortgage loan) are eligible for a delayed financing cash-out

refinance if all of the following requirements are met.

The original purchase transaction was an arms-length transaction.

The borrower(s) must meet borrower eligibility requirements.

The borrower(s) may have initially purchased the property as one of the

following:

e anatural person;

e an eligible inter vivos revocable trust, when the borrower is both the
individual establishing the trust and the beneficiary of the trust;

e an eligible land trust when the borrower is the beneficiary of the land trust;
or

e an LLC or partnership in which the borrower(s) have an individual or joint
ownership of 100%.

The original purchase transaction is documented by a Settlement Statemert,

which confirms that no mortgage financing was used to obtain the subject

property. (A recorded trustee's deed [or similar alternative] confirming the

amount paid by the grantee to trustee may be substituted for a Settlement

Statement if a Settlement Statement was not provided to the purchaser at time

of sale.)

e The preliminary title search or report mustconfirm that there are no existing
liens on the subject property.

The sources of funds for the purchase transaction are documented (such as

bank statements, personal loan documents, or a HELOC on another property).

If the source of funds used to acquire the property was an unsecured loan or a

loan secured by an asset other than the subject property (such as a HELOC

secured by another property), the Settlement Statement for the refinance

transaction must reflect that all cash-out proceeds be used to pay off or pay

down, as applicable, the loan used to purchase the property. Any payments on

the balance remaining fromthe original loan must be included in the debt-to-

income ratio calculation for the refinance transaction.

Note: Funds received as gifts and used to purchase the property may not be
reimbursed with proceeds of the new mortgage loan.

The new loan amount can be no more than the actual documented amount of
the borrower's initial investment in purchasing the property plus the financing of
closing costs, prepaid fees, and points on the new mortgage loan (subject to
the maximum LTV/TLTV/HTLTV ratios for the cash-out transaction based on
the current appraised value).

All other cash-out refinance eligibility requirements are met.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Refinances, Continued

Delayed Fannie Mae DU

Financing Follow DU requirements, which are the same as non-AUS guidelines.
Cash-Out

Refinance, Freddie Mac LPA

continued Follow LPA requirements, which are as follows:

¢ If none of the borrowers have been on the title to the subject property for at least
six months prior to the note date of the cash-out refinance mortgage, the following
requirement(s) must be met:

o The Settlement/Closing Disclosure Statement or an alternative form required
by law from the purchase transaction must reflect that no financing secured by
the subject property was used to purchase the subject property. A recorded
trustee's deed or equivalent documentaton may be used when a
Settlement/Closing Disclosure Statement or an alternative form required by law
was not used for the purchase transaction.

e The preliminary title report for the refinance transaction must reflect the
borrower as the owner of the subject property and must reflect that there are
no liens on the property

e The source of funds used to purchase the subject property must be fuly
documented

o If fundswere borrowed to purchase the subject property, those funds must be
repaid and reflected on the Settlement/Closing Disclosure Statement for the
refinance transaction

¢ The amount of the refinance mortgage must not exceed the sum of the original
purchase price and related closing costs as documented by the
Settlement/Closing Disclosure Statement or an alternative form required by law
for the purchase transaction, less any gift funds used to purchase the subject
property. A recorded trustee’s deed or equivalent documentation may be used
when a Settlement/Closing Disclosure Statement or an alternative fom
required by law was not used for the purchase transaction.

e There must have been no affiliation or relationship between the buyer and seller
of the purchase transaction

Home The table below shows information on loans used for home improvements.
Improvements
Non-AUS Loans Fannie Mae DU Freddie Mac LP
“Approvel/Eligible” “Accept/Eligible”
Loans Loans
e Loan proceeds must be used to reimburse the | Non-AUS  guidelines | Non-AUS  guidelines
borrower for cash spent on or lien(s) incuned for | apply. apply.

home improvements.
e The loan must be considered a cash-out
refinance transaction.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Limited Cash- Non-AUS

Out Refinance e Eligibility Requirements
(LPA e Limited cash-out refinance transactions must meet the following
Terminology: requirements:

“No Cash-Out” .
Refinance)

The transaction is being used to pay off an existing first mortgage loan
(including an existing HELOC in first lien position) by obtaining a new
first mortgage loan secured by the same property; or for single-closing
construction-to-permanent loans to pay for construction costs to build
the home, which may include paying off an existing lot lien.

Truist Note: Truist provides the following GSE clarification:
o The HELOC must be paid off completely. It is acceptable for the
HELOC to remain open and subordinated to the first mortgage.

Seasoning Requirement: If the transaction is being used to pay off an
existing first mortgage that was originated as a refinance (cash-out or
limited cash-out) transaction, the note date of the first mortgage that is
being paid off, must be greater than thirty days prior to the application
date of the new limited cash-out refinance mortgage, as documented in
the mortgage file (e.g., on the credit report or the titte commitment).
Only subordinate liens used to purchase the property may be paid off
and included in the new mortgage. Exceptions are allowed for paying off
a Property Assessed Clean Energy (PACE) loan or other debt (secured
or unsecured) that was used solely for energy-related improvements.
See the “Fannie Mae’s HomeStyle® Energy for Improvements on
Existing Properties” guidelines and the “Property Assessed Clean
Energy (PACE) Loans” subtopic presented in this document for
additional information.

The subject property must not be currently listed for sale. It must be
taken off the market on or before the disbursement date of the new
mortgage loan, and the borrowers must confirm their intent to occupy the
subject property (for primary residence transactions).

Texas only: For any refinance of a Texas Constitution Section 50(a)(6)
loan that results in a loan originated in accordance with and secured by
a lien permitted by Article XVI, Section 50(a)(4) of the Texas
Constitution, an affidavit referenced in Section 50(f-1) Article XV1 of the
Texas Constitution must be prepared and recorded in connection with
each such transaction.

Truist Note: In addition to the affidavit requirement outlined ab ove,
refinances of an owner's home equity loan as a non-home equity
refinance [i.e., non-50(a)(6)] loan under Article XVI, subsection 50(a)(4)
of the Texas Constitution must comply with all Texas state-specific
reguirements for such transactions.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Refinances, Continued

Limited Cash- Non-AUS, continued
Out Refinance

(LPA e Ineligible Transactions

Terminology: e When the following conditions exist, the transaction is ineligible as a limited

“No Cash-Out” cash-out refinance and must be treated as a cash-out refinance:

Refinance), e no outstanding firstlien on the subject property (except for single-closing

continued construction-to-permanenttransactions, whichare eligibleas alimited cash-
out refinance even though there is not an outstanding lien on the subject
property);

o the proceeds are used to pay off a subordinate lien that was not used to
purchase the property (other than the exceptions for paying off PACE loans
and otherdebt used for energy-related improvements, described above);

o the borrower finances the payment of real estate taxes that are more than
60 days delinquentfor the subject property in the loan amount; and

e ashort-term refinance mortgage loan that combines afirstmortgage and a
non-purchase-money subordinate mortgage into a new first mortgage or any
refinance of thatloan within six months.

e The transaction is not eligible for delivery to Fannie Mae when the subject
property is listed for sale at the time of disbursement of the new mortgage
loan.

e A transaction is not eligible as a limited cash-out refinance if the borrower
completed a refinance (cash-out or limited cash-out) transaction with a note
date 30 days or less prior to the application date of a new refinance secured
by the same property.

e Acceptable Uses
e The following are acceptable in conjunction with a limited cash-out
refinance transaction:

o modifying the interest rate and/or term for existing mortgages,

e paying off the unpaid principal balance of the existing first mortgage
(including prepayment penalties),

o for single-closing construction-to-permanent transactions, paying for
construction costs to build a home, which may include paying off an
existing lotlien,

o financing the payment of closing costs, points, and prepaid items. With
the exception of real estate taxes that are more than 60 days
delinquent, the borrower can include real estate taxes in the new loan

amount as;
¢ the real estate taxes must be paid in full through the transaction,
and

e payment for the taxes must be disbursed to the taxing authority
through the closing transaction, with no funds used for the taxes
disbursed to the borrower,

e receiving cash backin an amount that is not more than the lesser of 2%
of the new refinance loan amount or $2,000,

buying out a co-owner pursuant to an agreement,

paying off the outstanding balance of an installment land contract,
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Limited Cash-  Non-AUS, continued
Out Refinance e Acceptable Uses, continued
(LPA e paying off a subordinate mortgage lien (including prepayment penalties)
Terminology: used to purchase the subject property, or
“No Cash-Out”
Refinance), Note: The lender must document that the entire amount of the
continued subordinate financing was used to acquire the property.
e paying off the unpaid principal balance of PACE loans and other debt
used for energy-related improvements, described above.
Note: Disaster related limited-cash-out refinance flexibilities provided by
Fannie Mae are not eligible.
e Cash Back to the Borrower
o Asnoted above, the borrower may receive a small amountof cash backina limited
cash-out refinance transaction. The lender may also refund the borrower for the
overpayment of fees and charges due to federal or state laws or regulations.
Refunds such as these are not included in the maximum cash back limitation,
provided that:
o the settlementstatementclearly identifies the refund, and
o theloanfileincludesdocumentationto supportthe amountand reason for the
refund.
Notes:
e This appliesto standard limited cash-outrefinance transactions.
e Theserefunds may also be applied as a principal balance curtailment.
e Documentation Requirements
e To treata transaction as a limited cash-out refinance transaction, the lender must
documentthatall proceeds of the existing subordinate lien were used to fund part
of the subject property purchase price or pay for permissible energy-related
expenses. Written confirmation mustbe maintained in the mortgage file.
e The following are acceptableforms of documentation:
e acopyof the settlementstatementfor the purchase of the property,
e a copy of the title policy from the purchase transaction that identifies the
subordinate financing,
o other documentation from the purchase transaction that indicates that a
subordinate lien was used to purchase the subject property, or
o forenergy-related expenses, copies of invoices or receipts to evidence funds
were used for energy improvements. A copy of an energy reportis required in
many cases. See “Fannie Mae’s HomeStyle® Energy for Improvements on
Existing Properties” guidelines for additional information.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Refinances, Continued

Limited Cash- Non-AUS, continued

Out Refinance

(LPA e Existing Subordinate Liens That Will Not Be Paid Off

Terminology:
“No Cash-Out”
Refinance),
continued

When a new limited cash-out refinance transaction will not satisfy existing
subordinate liens, the existing liens must be clearly subordinate to the new
refinance mortgage. The refinance mortgage must meet Fannie Mae’s eligibility
criteriafor mortgagesthatare subjectto subordinate financing.

Truist Note: A limited cash-outrefinance transaction with an existing PACE loan
remaining in a first or subordinate lien position to the new mortgage transaction
is not eligible. AllPACE obligations mustbe paid off as a condition to obtaininga
new mortgage loan.

e New Subordinate Financing

When a borrower obtains new subordinate financing with the refinancing of a

first mortgage loan, Fannie Mae treats the transaction as a limited cash-out
refinance provided the first mortgage loan meets the eligibility criteria for a
limited cash-out refinance transaction.

Note: It is acceptable for borrowers to obtain cash from the proceeds of the
new subordinate mortgage.

Reference: See the “Construction-Lending - Single-Closing” subtopic in this

document for additional information on single-closing limited cash-out (rate/term)
refinance transactions.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines, except as

follows:

e Requirements for Limited Cash-Out Refinance Transactions with LTV,
TLTV, or HTLTV Ratios of 95.01-97%

If the LTV, TLTV, or HTLTV ratio exceeds 95% for a limited cash-out

transaction, the following requirements apply:

e The lender must document that the existing loan being refinanced is
owned (or securitized) by Fannie Mae. Documentation may come from:

the lender’s servicing system,

the current servicer (if the lender is not the servicer),

Fannie Mae’s Loan Lookup tool, or

any other source as confirmed by the lender.

Note: The lender must inform DU that Fannie Mae owns the existing
mortgage using the Owner of Existing Mortgage field in the online loan
application before submitting the loan to DU. This requirement does not
apply if the TLTV exceeds 95% only due to a Community Seconds loan.

e At least one borrower on the loan must have a credit score.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Limited Cash- Freddie Mac LPA
Out Refinance Follow LPArequirements, which are as follows:

(LPA N
Terminology:

“No Cash-Out”
Refinance),
continued

A “no cash-out’ refinance mortgage mustmeetthe applicablerequirements outlined
in the “Continuity of Obligation” subtopic previously presented in this topic.

A "no cash-out"refinance mortgage is a mortgage for which the proceeds may be
used onlyto:

o Pay off the firstmortgage, regardless of its age, used to acquire the property.

Truist Note: Truist providesthe following GSE clarification:

e If paying off an existing HELOC in firstlien position,the HELOC mustbe
paid off and closed.

o Pay off the firstmortgage, originated as a refinance transaction, with a note date
no lessthan thirty days prior to the note date of the "no cash-out"refinance
mortgage, as documented in the mortgage file (e.g., on the credit reportor the
titte commitment)

o Pay off orpay down any juniorliens secured by the mortgaged premises, that
were used in their entirety to acquire the subjectproperty. Any remaining
balance mustbe subordinated to the refinance mortgage.

o Pay related closing costs

o Disburse cash outto the borrower (orany other payee) up to the greater of 1%
of the new refinance mortgage or $2,000

e Pay off the outstanding balance of aland contract or contractfor deed if the
requirements in the “Installment Land Contract’ subtopic are met

o Pay off of a Property Assessed Clean Energy (PACE) or PACE-like obligation,
subjectto the additional requirements outlined in the “Property Assessed Clean
Energy (PACE) Loans” subtopic

e For GreenCHOICE® Mortgages, pay off existing debtsincurred to make energy
and/or water efficiency improvements, with such debtbeing limited to 15% of the
appraised value, subjectto the additional requirements outlined in the “Fannie
Mae’s HomeStyle® Energy for Improvements on Existing Properties/Freddie
Mac’s GreenCHOICE Mortgages®” subtopic

e For GreenCHOICE Mortgages, finance energy and/or water efficiency
improvements, subjectto the additional requirements outlined in the “Fannie
Mae’s HomeStyle® Energy for Improvements on Existing Properties/Freddie
Mac’s GreenCHOICE® Mortgages” subtopic

¢ For CHOICERenovation® Mortgages, pay off the exiting mortgage debtand/or
finance the eligible renovations (subjectto the additional requirements) outlined
in the “Fannie Mae’s HomeStyle® Renovation Mortgage / Freddie Mac’s
CHOICERenovation® Mortgage” subtopic

In the eventthere are remaining proceeds from the "no cash-out" refinance mortgage

afterthe proceeds are applied as described above:

e The mortgage amountmustbe reduced, or

e The excessamountmustbe applied as a principal curtailmentto the new
refinance mortgage atclosing and mustbe clearly reflected on the
Settlement/Closing Disclosure Statement.

Under no circumstances may cash disbursed to the borrower (or any other payee)

exceed the maximum permitted for "no cash-out"refinance mortgages.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Limited Cash-
Out Refinance
(LPA
Terminology:
“No Cash Out
Refinance”),
continued

Refinance of a
Restructured
Mortgage Loan

Freddie Mac LPA, continued

Secondary financing

e The borrower is not required to satisfy outstanding junior liens secured by
the mortgaged premises, provided that the junior liens meet the
reguirements pertaining to secondary financing (including the special
requirements for Affordable Seconds mortgages, if applicable). See the
“Secondary Financing” topic subsequently presented in this document for
additional details.

Special documentation requirements

e If ajunior lien was paid off as part of the "no cash-out" refinance transaction,
the lender must maintain documentation in the mortgage file demonstrating
that the full amount of the lien was used for the purchase of the subject

property.

Truist Note for Texas only: For any refinance of a Texas Constitution Section
50(a)(6) loan that results in a loan originated in accordance with and secured by
a lien permitted by Article XVI, Section 50(a)(4) of the Texas Constitution, an
affidavit referenced in Section 50(f-1) Article XVI of the Texas Constitution must
be prepared and recorded in connection with each such transaction.

In addition to the affidavit requirement outlined above, refinances of an owner’s
home equity loan as a non-home equity refinance [i.e., non-50(a)(6)] loan
under Article XVI, subsection 50(a)(4) of the Texas Constitution must comply
with all Texas state-specific requirements for such transactions.

Requirements for Standard Agency “No Cash-Out” Refinance Transactions
with LTV, TLTV, and/or HTLTV Ratios Greater than 95%
e Forstandard Agency transactions, if the LTV, TLTV, and/or HTLTV ratio
exceeds 95%, all of the following requirements apply:
e The mortgage being refinanced must be owned or securitized by Freddie
Mac unless it has secondary financing that is an Affordable Second.
¢ The mortgage being refinanced cannot be a converted ARM loan owned
or securitized by Freddie Mac (i.e., Seller-Owned Converted Mortgage).
e The mortgage being refinanced cannot be a modified loan owned or
securitized by Freddie Mac (i.e., Seller-Owned Modified Mortgage).
e Atleast one borrower on the transaction must have a usable credit score
as determined by Loan Product Advisor.

Note: To identify if Freddie Mac owns the mortgage, the borrower can look
up the loan in Freddie Mac’s Loan Look-Up Toal or authorize the lender to
obtain this information on the borrower’s behalf.

Standard limited cash-out and cash-out refinance guidelines apply.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Refinances, Continued

Spousal/Partner Non-AUS

Buy-Out and e Atransaction that requires one owner to buy out the interest of another owner
Inherited (for example, as a result of a divorce settlement or dissolution of a domestic
Properties partnership) is considered a limited cash-out refinance if the following

guidelines are met:

e All parties must sign a written agreement that states the terms of the
property transfer and the proposed disposition of the proceeds from the
refinance transaction.

e Exceptinthe case of recentinheritance of the subject property,
documentation must be provided to indicate that the security property was
jointly owned by all parties for at least 12 months preceding the
disbursement date of the new mortgage loan.

e Borrowers who acquire sole ownership of the property may not receive any
of the proceeds from the refinancing.

e The party buying out the other party’s interest must be able to qualify for the
mortgage pursuant to standard Agency underwriting guidelines.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LP
Not eligible.

Streamline The table below shows information on Streamline Refinances
Refinance
Program Non-AUS

Not eligible

Fannie Mae DU
Not eligible.

Freddie Mac LPA
Not eligible.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Refinances, Continued

Student Loan Non-AUS
Cash-Out Not Eligible.

Refinance )
Fannie

Mae DU

Follow DU requirements, which are as follows:

e The student loan cash-out refinance feature allows for the payoff of student loan
debt through the refinance transaction with a waiver of the cash-out refinance
LLPA if all of the following requirements are met:

DU cannot specifically identify these transactions, but will issue a message

when it appears that only subject property liens and student loans are

marked paid by closing. The message will remind lenders about certain

requirements below; however, the lender must confirm the loan meets all of

the requirements outside of DU.

The standard cash-out refinance LTV/TLTV/HTLTV ratios apply.

At least one student loan must be paid off with proceeds from the subject

transaction with the following criteria:

e proceeds mustbe paid directly to the student loan servicer atclosing;

e atleastoneborrowermustbe obligated on the studentloan(s) being paid
off,and

e the studentloan mustbe paid in full — partial payments are notpermitted.

The transaction may also be used to pay off one of the following:

e an existing firstmortgage loan (including an existing HELOC in first-lien
position); or

o asingle-closing construction-to-permanentloan to pay for construction costs
to build the home, which may include paying off an existing lotlien.

Only subordinate liens used to purchase the property may be paid off and

included in the new mortgage. Exceptions are allowed for paying off a

PACE loan or other debt (secured or unsecured) that was used solely for

energy improvements (see the “Property Assessed Clean Energy (PACE)

Loans” subtopic and “Fannie Mae’s HomeStyle® Energy for Improvements

on Existing Properties” guidelines previously presented in this document for

additional information).

The transaction may be used to finance the payment of closing costs, points,

and prepaid items. With the exception of real estate taxes that are more than

60 days delinquent, the borrower can include real estate taxes in the new

loan amount as long as an escrow account is established, subject to

applicable law or regulation.

The borrower may receive cash back in an amount that is not more than the

lesser of 2% of the new refinance loan amount or $2,000. The lender may

also refund the borrower for the overpayment of fees and charges due to

federal or state laws or regulations, or apply a principal curtailment.

The transaction may be used to finance the payment of closing costs, points,

and prepaid items. With the exception of real estate taxes that are more than

60 days delinquent, the borrower can include real estate taxes in the new

loan amount as long as an escrow account is established, subject to

applicable law or regulation.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Refinances, Continued

Student Loan Fannie Mae DU, continued

h- . . .
(F';'Zﬁ n;?]léte e The borrower may receive cash back in an amount thatis not more than the

(continued) lesser of 2% of the new refinance loan amount or $2,000. The lender may
also refund the borrower for the overpayment of fees and charges due to
federal or state laws or regulations, or apply a principal curtailment.

Reference: See the “Limited Cash-Out Refinance” subtopic presented in this
document for additional guidance.

e Unless otherwise stated, all other standard cash-out refinance requirements
apply.

e Special Feature Code Requirement:
« Loans qualified as student loan cash-out refinances must be delivered to
Fannie Mae with SFC 841.

Freddie Mac LPA
Not Eligible.

Net Tangible Reference: See General Section 1.35: Compliance Overview for the requirement
Benefit Form or information and a sample of the forminthe general section of the Correspondent Seller
Appropriate Guide.

Documentation

Required
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Secondary Financing

General Non-AUS

Fannie Mae purchases or securitizes first-lien mortgages that are subject to
subordinate financing.

Subordinate liens must be recorded and clearly subordinate to Fannie Mage's first
mortgage lien.

Lenders must disclose the existence of subordinate financing and the
subordinate financing repayment terms to Fannie Mae, the appraiser, and the
mortgage insurer.

If afirst mortgage is subject to subordinate financing, the lender must calculate
the LTV, TLTV, and HTLTV ratios.

The lender must consider any subordinate liens secured by the subject property,
regardless of the obligated party, when calculating TLTV and HTLTV ratios. This
includes business loans, such as those provided by the Small Business
Administration.

Acceptable Subordinate Financing Types
e Acceptable subordinate financing types include the following:
¢ Institutional (including Community Seconds® mortgages), privately held,
and seller held seconds

Note: “Community Seconds” is Fannie Mae’s terminology for a
subsidized second mortgage typically made by a federal, state, or local
government agency, a nonprofit organization, or an employer. See the
“Community Seconds® (Fannie Mae) / Affordable Seconds® (Freddie
Mac)” subtopic, subsequently presented in this document for additional
guidance.

e Variable payment mortgages that comply with the details outlined in the
“Eligible Variable Payment Terms for Subordinate Financing” section
below

e Mortgages with regular payments that cover at least the interest d ue so
that negative amortization does not occur.

e Mortgages with deferred payments in connection with employer
subordinate financing (see below)

e Mortgage terms that require interest at a market rate.

Note: If financing provided by the property seller is more than 2% below
current standard rates for second mortgages, the subordinate financing
must be considered a sales concession and the subordinate financing
amount must be deducted from the sales price.

e Secondary financing (new or existing) which could impose a penalty for
prepaymentis acceptable.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Secondary Financing, Continued

General, Non-AUS, continued

continued

e Unacceptable Subordinate Financing Terms
Unacceptable subordinate financing terms include the following:

Mortgages with negative amortization (with the exception of employer
subordinate financing and certain community seconds that have deferred
payments).

Reference: See the “Community Seconds® (Fannie Mae) / Affordable
Seconds® (Freddie Mac)” and “Employer Assistance” subtopics,
subsequently presented in this document for additional information
regarding the acceptability of a Community Seconds mortgage and
employer subordinate financing with negative amortization.

Subordinate financing that does not fully amortize under a level monthly
payment plan where the maturity or balloon payment date is less than five
years after the note date of the new first mortgage (with the exception of
employer subordinate financing that has deferred payments).

Note: Fannie Mae will acceptthese subordinate financing terms when
the amount of the subordinate debt is minimal relative to the borrower's
financial assets and/or credit profile. Truist considers the debtto be
minimal when the borrower has sufficient assets available to pay off the
outstanding balance in addition to the required funds to complete the
transaction. However, Truist does not require actual payoff of the
account.

e EligibleVariable Payment Terms for Subordinate Financing
Fannie Mae permits variable payments for subordinate financing if the
following provisions are met:

With the exception of HELOCs, when the repayment terms provide for a
variable interest rate, the monthly payment must remain constant for each
12-month period over the term of the subordinate lien mortgage. (For
HELOCs, the monthly payment does not have to remain constant.)

The monthly payments for all subordinate liens must cover at least the
interest due so that negative amortization does not occur (with the
exception of employer subordinate financing and certain community
seconds that have deferred payments).

Reference: See the “Community Seconds® (Fannie Mae) / Affordable
Seconds® (Freddie Mac)” and “Employer Assistance” subtopics,
subsequently presented in this document, for additional information
regarding the acceptability of a Community Seconds mortgage and
employer subordinate financing with negative amortization.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Secondary Financing, Continued

General, Non-AUS, continued

continued

Eligible Repayment Terms for Employer Subordinate Financing:

If the subordinate financing is from the borrower's employer, it does not

have to require regular payments of either principal and interest or interest

only. Employer subordinate financing may be structured in any of the

following ways:

o fully amortizing level monthly payments,

o deferred payments for some period before changing to fully amortizing
level payments,

o deferred payments over the entire term, or

e forgiveness of the debt over time.

The financing terms may provide for the employer to require full repayment

of the debt if the borrower's employmentis terminated (either voluntarily or

involuntarily) before the maturity date of the subordinate financing.

Reference: See the “Employer Assistance” subtopic, subsequently presented
in this document, for additional information.

Resubordination Requirements for Refinance Transactions

If subordinate financing is left in place in connection with a first mortgage
loan refinance transaction, Fannie Mae requires execution and recordation
of aresubordination agreement.

If state law permits subordinate financing to remain in the same subordinate
lien position established with the prior first mortgage loan that is being
refinanced, Fannie Mae does not require resubordination. The subordinate
lien must satisfy any specified criteria of the applicable statutes.

Note: Title insurance against the fact that a former junior lien is not
properly subordinated to the refinance loan does not release lenders from
compliance with these resubordination requirements, or from Fannie Mae’s
requirement that the property is free and clear of all encumbrances and
liens having priority over Fannie Mae’s mortgage loan.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Secondary Financing, Continued

General, Non-AUS, continued

(continued) o . . _ _
o Defining Refinance Transactions Based on Subordinate Lien Payoff

Refinance transaction Then lenders must Comments

includes payoff of the first underwrite the transaction
lien and... asa...

The payoff of a purchase Limited cash-out refinance

money second with no cash

out

The payoff of a non-purchase | Cash-out refinance N/A

money second, regardless of
whether additional cash out is

taken

The subordinate financingis | Limited cash-out refinance The

being left in place, regardless subordinate

of whether the subordinate lien must be
financing was used to resubordinated
purchase to the new first
the property, and the borrower mortgage loan.

is not taking cash out except
to the extent permitted for a
limited cash-out refinance
transaction

The subordinate financingis | Cash-out refinance The

being left in place, regardless subordinate

of whether the subordinate lien must be
financing was used to resubordinated
purchase the property, and to the new first
the borrower is taking cash mortgage loan.
out

Fannie Mae DU
o Follow DU requirements, which are the same as the non-AUS guidelines, in addition
to the following:
¢ In all cases, the first mortgage data mustinclude secondary financing data so
that the accurate TLTV is evaluated.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Secondary Financing, Continued

General, Freddie Mac LPA
(continued) Follow LPA requirements, which are as follows:
e General requirements

Secondary financing is all financing that is subordinate in lien priority to the
first lien mortgage.

Institutional (including Affordable Seconds® mortgages), privately held, and
seller held seconds are permitted. Freddie Mac will purchase firstlien
mortgages with secondary financing under the terms of this section.

Note: “Affordable Seconds”is Freddie Mac’s terminology for subsidized
secondary financing or other type of financial assistance, evidenced in land
records, that is provided by an Agency and meets affordable seconds
requirements. See the “Community Seconds® (Fannie Mae) / Affordable
Seconds® (Freddie Mac)” subtopic, subsequently presentedin this document, for
additional guidance.

Terms of any secondary financing must be disclosed to the appraiser and to
the MI company. The terms of the secondary financing that must be disclosed
include, but are not limited to, the note rate and the institution or individual
providing the financing. The lender may not indicate a value needed to
support the transaction, or provide any information to the appraiser about an
expected LTV ratio.

Exceptas specifically stated in the “Community Seconds® (Fannie Mae) /
Affordable Seconds® (Freddie Mac)” subtopic (subsequently presented in this
topic) with respect to Affordable Seconds®, the terms of secondary financing
must not permit the provider or another party to share in the appreciation of
the mortgaged premises (equity sharing).

e Special requirements for new secondary financing

Secondary financing originated concurrently with the first lien mortgage (i.e.,
the first lien mortgage and the junior lien are originated on the same day)
must meet the following requirements:

e Maturity Date

e The maturity date or amortization basis of the junior lien must notbe
less than five years after the note date of the first lien mortgage
delivered to Freddie Mac, unless the junior lien is fully amortizing or a
Home Equity Line of Credit (HELOC). In addition, the junior lien must
not contain a call provision within the five-year period, unless the
junior lien is aHELOC.

o If the secondary financing is an Employer Assisted Homeownership
(EAH) Benefit, the terms of the secondary financing must permit the
borrower to continue making payments on the loan in the event the
borrower no longer works for the employer and may not require
repayment in full unless:

e The borrowerterminates his orheremploymentforanyreason, or

e The employer terminates the borrower's employment for any reason
other than long-term disability, the elimination of the employee's
position or reduction-in-force
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Secondary Financing, Continued

General, Freddie Mac LPA, continued

(continued)

e Scheduled Payments:
e The terms of the secondary financing must provide for regular monthly
payments sufficient to meet the interest due; interest may not accrue.

¢ If the secondary financing is an EAH Benefit and the monthly payment
of principal and interest or interest only begins on or after the 61st
monthly payment under the firstlien mortgage or if repayment of the
principal is due only upon sale or default, the amount of the monthly
payment may be excluded from the monthly housing expense-to-
income ratio and monthly debt payment-to-income ratio. Otherwise,
the required monthly payment must be included in both the ratios.

e Documentation Requirements:
e The lender must include a copy of the following documentation in the

mortgage file:

¢ Note or other evidence of subordinate lien terms

e Settlement/Closing Disclosure Statement or an alternative form
required by law that evidences the fees and costs paid by the
borrower at closing in connection with the secondary financing

e ForHELOCs, the HELOC agreementindicating all fees and costs
paid by the borrower at closing, and the maximum permitted credit
advance.

e Special requirements for existing secondary financing

Freddie Mac will purchase first lien refinance mortgages with existing junior

liens (including HELOCS) that are not paid off from the proceeds of the

refinance mortgage provided that:

e Evidence of subordination of outstanding secondary financing is retained
in the mortgage file.

e The junior lien has scheduled payments sufficient to meet the interest
due.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Secondary Financing, Continued
Community Notes:
Seconds® e “Community Seconds” is Fannie Mae’s terminology for a subsidized second
(Fannie Mae) / mortgage typically made by a federal, state, or local government agency, a
Affordable nonprofit organization, a regional Federal Home Loan Bank under one of its
Seconds® affordable housing programs, a federally recognized Native American tribe and
(Freddie Mac) its sovereign instrumentalities, or an employer, and that meets the requirements

outlined below for non-AUS and DU transactions.

e Affordable Seconds” is Freddie Mac’s terminology for subsidized secondary
financing or other type of financial assistance, evidenced in land records, that is
provided by an Agency and that meets the requirements outlined below for LPA
transactions.

Non-AUS Loans
e Overview

The specific terms and structures that are associated with a Community
Seconds mortgage may vary depending upon the provider. Fannie Mae
provides the eligibility requirements for subordinate Community Seconds
mortgages in connection with first mortgages delivered to Fannie Mae.
Mortgage loans delivered to Fannie Mae with a Community Seconds
mortgage must meet the requirements outlined in this section.

e Review of Community Seconds Programs

The lender is responsible for reviewing the Community Seconds programs that
are used in those transactions to ensure that the programs are in compliance with

Fannie Mae’s requirements.

The Community Seconds Checklist includes a checklist that a lender may use
to evaluate key considerations in determining whether to grant approval of a
Community Seconds program.

Thelender’s evaluation of the Community Seconds program mustinclude a review
of all of the documents applicable to the program, including the legal documents
(such as the promissory note and the security instrument), the program
description, and any other pertinentdocuments.

If the Community Seconds program includes recorded deed restrictions or option
agreements, or local ordinances thatimpose similar restrictions, these restri ctions
and agreements must be evaluated forcompliance with other Fannie Mae policies,
such as those applicable to resale restrictions.

The lender mustdetermine thatthe deed of trust or mortgage for the Community
Seconds mortgage is clearly subordinate to the first mortgage lien. The title
insurance in effect must ensure priority of the first mortgage being delivered o
Fannie Mae by showing the Community Seconds mortgage in a subordinate
position.

The Community Seconds documents do not need to explicitly state the fact
that the Community Seconds mortgage will be subordinate to the first
mortgage; however, the documentation must allow the holder of the first
mortgage to foreclose and acquire title to the property free and clear of all
interests of the Community Seconds provider.

Note: If aproviderassumesthe firstmortgage and cures all outstanding defaults
underthat mortgage, the Community Seconds financing may be maintained.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Secondary Financing, Continued

Community Non-AUS Loans, continued

Seconds®

(Fannie Mae)/ e Eligible Community Seconds Providers

A Community Seconds loan may only be funded by the following entities,
provided they are not the property seller or other interested party in the
transaction:

Affordable .
Seconds®

(Freddie Mac),
continued

afederal agency, state, county, or similar political subdivision of a state;

any city, town, village, or borough of a state that:

e has a local government and that has been created by a specia
legislative act,

e has been otherwise individually incorporated or chartered pursuant
to state law, or

e is recognized as such under the constitution or by the laws of the
state in which it is located,

a housing finance agency as defined in 24 C.F.R. §266.5;

a nonprofit organization exempt from taxation under Section 501(c)(3) of

the Internal Revenue Code;

aregional Federal Home Loan Bank under one of its affordable housing

programs;

an employer where a borrower is an employee;

a lender, only in connection with an employer-guaranteed Community

Seconds mortgage as part of its affordable housing program; or

an Indian tribe on the most current list published by the Secretary of the

Interior pursuant to 25 U.S.C. 85131.

Note: A corporation or other legal entity created by or owned in whole or
inpart by suchanIndiantribe is not eligible unlessit qualifies as a Tribally
Designated Housing Entity, as defined in 25 U.S.C. §4103(22).
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Secondary Financing, Continued

Community Non-AUS, continued

Seconds®

(Fannie Mae)/ e Community Seconds Loan Terms and Proceeds

Affordable e The following requirements apply to the Community Seconds loan:

Seconds® e The Community Seconds loan must be subordinate to the loan purchased by

(Freddie Mac),
continued °

Fannie Mae.

Truist clarifies that Fannie Mae does not allow a HELOC as a community
second or in conjunction with a community second.

Community Seconds loans are only eligible on primary residence
transactions.

The Community Seconds loan may be used to fund all or part of the down
payment provided the Community Seconds is not funded in any way through
the first mortgage, such as premium pricing.

Community Seconds proceeds may fund closing costs, renovations to the
property (including energy-related improvements), or a permanent interest
rate buydown.

e Minimum Borrower Contribution Requirements
e See the Minimum Borrower Contribution Requirements section in the applicable
product description for minimum borrower contribution requirements for
transactions that contain Community Seconds.
e Non-community lending mortgages may be used in a Community Seconds
transaction with the following limitations:

The transaction is limited to a purchase or limited cash-out refinance.

For a limited cash-out refinance transaction, the Community Seconds
mortgage holder must acknowledge the lien position by executing a
subordination agreement, which must be recorded to ensure enforceability.
Only primary residences are eligible.

The maximum LTV of the underlying first mortgage product remains
unchanged.

If the mortgage does not have an independent TLTV cap, the TLTV can be
expanded to 105%, provided the subordinate financing meets all conditions
of a Community Seconds mortgage.

Non-community lending mortgages do not mandate any income restrictions
for the borrower(s); the income limits that the Community Seconds provider
imposes willapply.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Secondary Financing, Continued

Community Non-AUS, continued
Seconds® e Repayment

(Fannie Mae) / .
Affordable

Seconds®

(Freddie Mac),
continued

Repayment of the Community Seconds mortgage may be structured in any

number of ways as long as the terms are consistent with terms Fannie Mae

considers acceptable, including:

e requiring fully amortizing, equal monthly payments;

e deferring payments for some period before changing to fully amortizing, equal
monthly payments;

e deferring payments over the entire term, unless the loan is paid off or the
propertyis sold before the maturity date of the mortgage;or

e forgiving the debtovertime.

When the borrower’s employeris the provider of the Community Seconds

mortgage, the financingterms may provide forthe employer to require full

repaymentof the debtshould an employee’s employmentterminate (either

voluntarily orinvoluntarily, for reasons other than those related to disability)

before the maturity date of the Community Seconds mortgage.

Where repaymentof the Community Seconds mortgage is deferred for five

years or more,a lenderis notrequired to include a monthly paymentforthe

Community Seconds mortgage in its calculation of the borrower’s debt-to-income

ratio.

Where repaymentis deferred for fewer than five years, the lender must

include the monthly paymentamountthatwill be required after the end of the

deferral period inits calculation.

The maturity date of the Community Seconds mortgage, or the due date of any

balloon paymenton the Community Seconds mortgage, may notbe before the

earlier of 15 years after the note date of the firstmortgage, or the maturity date

of the firstmortgage.

The interestrate forthe Community Seconds mortgage mustbe fixed and may

not be more than 2% (200 basis points) higher than the initial note rate of the

firstmortgage.

Note: Interestthatis imposed as a penalty should the mortgage be declared in
defaultand called due and payable underits termsis not subjectto this interest
rate cap.

The Community Seconds mortgage may notprovide for negative amortization,

however, because negative amortization will occur if the interestrate is greater

than zero and the paymentof interestis deferred for a period of time, negative
amortization will be acceptable provided:

e the amount of scheduled monthly interest deferred on the Community
Seconds mortgage for any full calendar month within the initial five years (of
the Community Seconds loan) may never exceed the scheduled monthly
principal payment of the first mortgage for that month (see below for an
example);

e interestis accrued on a simple-interestbasis ata fixed rate;and

e the accrued interestis fully deferred until:

e saleortransferof the property,

e theloanisrefinanced orthe firstmortgage is paid in full, or

e declaration of an event of default under the subordinate note or the
security instrument.
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Secondary Financing, Continued

Community Non-AUS, continued
Seconds®
(Fannie Mae)/ e Repayment, continued
Affordable
Seconds® Example
(Freddie Mac), In the following example, the loan is eligible as the amount of deferred,
continued accrued interest for July on the Community Seconds loan is less than the
scheduled principal payment for the first mortgage for the same month.

Note date: May First Community Seconds

First payment date: Mortgage

July

UPB $150,000 $30,000

Interest rate 5% 7%

Maximum accrued, NA $175.00 ($30,000 @ 7% /

deferred interest July 12)

Scheduled principal | $180.23 NA

payment July

e Subsidizingthe Sales Price
» Not eligible
e Provider’s Share in Appreciation in Value

e The repayment terms of the Community Seconds mortgage may provide for
the provider to share in any appreciation in the value of the security property
in lieu of charging interest.

¢ |If the Community Seconds mortgage provides for both a stated interest rate
and a sharing inthe property appreciation, the first mortgage cannot be sold
to Fannie Mae unless the provider chooses only one of the options.

e The appreciation in value must be based on:
¢ the actual sales price of a property that is sold on the open market,

e the appraised value of the property, or
e the amount of a successful bid at a foreclosure sale.

e When the property is subsequently sold (or foreclosed), the sales price or
value determination should be paid, first, to the first mortgagee in an amount
required to pay off the first mortgage in full, and only then, to other entitled
parties, such as the Community Seconds provider and the borrower.

e The provider's share of the equity generally may not exceed the percentage
derived by dividing the original principal amount of the Community Seconds
mortgage by the original value of the property.
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Secondary Financing, Continued

Community Non-AUS, continued

Seconds®

(FannieMae)/ ¢ Provider’s Share in Appreciation in Value, continued

Affordable e However, the provider's share in the appreciation can be greater than this
Seconds® calculated percentage intwo instances:

(Freddie Mac), ¢ Aslong asthe Community Seconds program gives the borrower the right
continued to recover all of the following before the provider is able to share in the

appreciation:

e any portion of the down payment that came from the borrower’s own
funds,

e reasonable costs of selling the property (such as a sales
commission),

e the costs of any improvements made to the property (as long as they
were allowed under the programguidelines),

e the principal portion of all payments the borrower made on the first
mortgage.

e As long as the provider's share does not initially exceed 75% and is
reduced overtime sothat the percentage of the appreciation willbe equal
to or less than the percentage usually allowed by no later than five years
after the date the Community Seconds mortgage was originated.

Note: The lender is required to provide the Community Seconds mortgage
amount and the principal and interest payment for the Community Seconds
mortgage so that the TLTV and monthly housing expense ratios are acc urately
reported.

e Special Feature Code Requirement: SFC 118 must be captured when a first
mortgage is originated as part of a Community Seconds transaction. All other
applicable special feature codes must also get captured accordingly.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines, including the

following:
e Community Seconds are not permitted on second homes or investment
properties.
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Secondary Financing, Continued

Community Freddie Mac LPA

Seconds® Follow LPA requirements, which are as follows:

(Fannie Mae)/ e Special Requirements for Affordable Seconds

Affordable o Affordable Seconds must comply with the “General Requirements” outlined
Seconds® in the “Secondary Financing / General” topic previously presented in this
(Freddie Mac), document and the requirements outlined in this section, regardless of
continued whether they are originated concurrently (i.e., the firstlien mortgage and the

Affordable Second are originated on the same day) or are being
subordinated to the first lien mortgage in a refinance transaction. A checklist
for Affordable Seconds is available as an additional resource at
https://sf.freddiemac.com/content/_assets/resources/pdf/fact-
sheets/affordable_seconds_guidelines_factsheet.pdf.

o Forspecial requirements for Affordable Seconds used to provide financial
assistance for subsidizing the property's sales price, see “Special
Requirements for Properties Subject to Income-Based Resale Restrictions
and Affordable Seconds Used to Subsidize the Property's Sales Price”
subsequently outlined in this section.

e Source
e General Requirements
o An Affordable Second mustbe provided by an Agency under an
established, ongoing, documented secondary financing or financial
assistance program.
e With respectto the subject mortgage, the Agency must not:

e Bethelenderor have participated in any aspect of the mortgage
origination process, other than to assess the borrower's ability to
meet the requirements of the program and to fund the Affordable
Second

e Be affiliated with, under contract to, or financed (directly or
indirectly) by the lender or any party that participated in the
mortgage origination process such as the property seller,
builder, developer or real estate agent

Notes:

o Forthese purposes, “affiliated with” means thatthe Agency and
the lender or other party are related to each other as a
consequence of one entity directly or indirectly controlling the
other party, being controlled by the other party or being under
common control with thatparty.

e [f the source of fundsisan Employer Assisted Homeownership
(EAH) Benefit, see the “Employer Assistance” subtopic
subsequently presented in thisdocumentfor the permitted
exceptionsto the above guidance.

o The source of the Affordable Second must not be the property seller
or another interested party to the transaction, except as provided in
the “Special Requirements for Mortgages Secured by Properties
Subject to Income-Based Resale Restrictions” section outlined
below.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Secondary Financing, Continued

Community Freddie Mac LPA, continued

Secor!d5® e Special Requirements for Mortgages Secured by Properties Subjectto
(Fannie Mae)/ Income-Based Resale Restrictions

Affordab I®e e For mortgages secured by properties subjecttoincome-based resale
Seconds restrictions:

(Freddie Mac), e The source of the Affordable Second may be agovernmentagencyora
continued non-profitentity thatacts as the program administrator for the

governmentagency. The non-profitentity may also actas the property
seller on behalf of the governmentagency.

e The source of the Affordable Second may notbe a non-profitentity that
is also the property seller butis not affiliated with a governmentagency.

o Eligible First Lien Mortgages
e The firstlien mortgage mustbe:

o Afixed-rate mortgage oran ARM with an initial fixed-rate period of five years
or greater

e A purchase transaction ora "no cash-out"refinance, and
e Securedbya 1-to 4-unitprimary residence

e Maturity Date

e The terms of the Affordable Second mustnotrequire a balloon paymentdue
before the maturity or paymentin full of the firstLien mortgage.

e If the Affordable Second is an Employer Assisted Homeownership (EAH)
Benefit, the terms of the secondary financing may notrequire repaymentin full
unless:

e The borrowerterminates his orher employmentforanyreason, or

e The employerterminates the borrower's employmentforany reason other
than long-term disability, the elimination of the employee's position or
reduction-in-force

e Scheduled Payments

e The interestrate of the Affordable Second mustnotbe more than 2% higher
than the interestrate of the first lien mortgage. Interestaccruals, which are
addedto principal, may notincrease the total loan-to-value (TLTV) ratio beyond
the maximum TLTV ratio allowed for the firstlien mortgage atany time during
the term of the firstlien mortgage.

¢ If monthly payments on the Affordable Second are required and begin before the
61st monthly paymentunderthe firstlien mortgage, such monthly payments
mustbe included in the borrower's monthly housing expense-to-income ratio and
monthly debtpayment-to-income ratio. If monthly payments on the Affordable
Second begin on or afterthe 61st monthly paymentunder the firstlien mortgage
or if repaymentof the entire Affordable Second amountis due only upon sale or
default,the amount of the Affordable Second monthly paymentmay be excluded
from both ratios.

e For Loans Originated Using the Legacy 07/05 (Rev.06/09) version of Form 65,
Uniform Residential Loan Application AND the Legacy LPA Specification
Version 4.8.01 and Lower ONLY
e Treating an Affordable Second in LPA as a Gift

e Treating an Affordable Second in LPA as a gift, ratherthan as secondary
financing, is notpermitted.
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Secondary Financing, Continued

Commun@ity Freddie Mac LPA, continued

(SF(;cnonl}gsMae)/ ) Part|C|pat|on in Appreciation (Equity Sharing)

Affordable Agencies and subsidy providers of an Affordable Second may
Seconds® participate in appreciation if the requirements in this section are met.
(Freddie Mac), For-profit entities may not participate in appreciation.

continued e Whenthe terms of an Affordable Second permit the Agency or subsidy

provider to share in the appreciation of the mortgaged premises, the

following requirements must be met:

e At the time of origination of the Affordable Second, the Agency's or
subsidy provider's share of appreciation, as a percentage, must not
exceed the principal amount of the Affordable Second divided by
value, as defined in the “Calculation of LTV/TLTV/HTLTV Ratios”
subtopic previously presented in this document (“the percentage of
the Affordable Second"), except as stated below. For example, if
the Affordable Second amount is 5% of value, the maximum share
of appreciation is 5%.

e The terms of the Affordable Second may permit the Agency or
subsidy provider a share of appreciation exceeding the percentage
of the Affordable Second if all of the following requirements are
met:

e The Agency or subsidy provider must not charge interest on the

Affordable Second

e The share of appreciation must not exceed 75% unless the

Affordable Second provider is a subsidy provider or program

administrator managing an income-based resale restriction

program and the lender confirms that:

o All of the special requirements for mortgages secured by
properties subject to income-based resale restrictions, as
outlined in the “Properties with Resale Restrictions”
subtopic subsequently presented in this document, are
met; and

e The subsidy provider or program administrator has
processes in place to allow the borrower to receive a share
of the proceeds of subsequent sales in instances where the
subsidized resale price of the property increases at resale

e The terms of the Affordable Second must allow the borrower to
recover all of the following before the Agency or subsidy provider is
able to share in the appreciation:

e The down payment paid from borrower funds

e Customary costs incurred by the borrower for selling the
property

e The payments of principal of the first lien mortgage

e The right of the Agency or subsidy provider to share in the
appreciation must be clearly subordinate to the first lien mortgage
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Secondary Financing, Continued

Community Freddie Mac LPA, continued

Seconds®

(Fannie Mae) / e Financing Structure

Affordable e The Affordable Second financing cannotbe a HELOC.

Seconds®

(Freddie Mac), e Documentation Requirements

continued e The lender must include a copy of the following documentation for the

Affordable Second in the mortgage file:

e Note or other evidence of terms for the Affordable Second

e Settlement/Closing Disclosure Statement or an alternative form
required by law that evidences the fees and costs paid by the
borrower at closing in connection with a new Affordable Second

e Forrefinance transactions, evidence of subordination of an existing
Affordable Second

e Special Feature Code Requirement
e Truist requires the use of SFC 583 to identify all loans with a
subordinate Affordable Second.

e Special Requirements for Properties Subject to Income-Based Resale
Restrictions and Affordable Seconds Used to Subsidize the Property's
Sales Price
o An Affordable Second can be used to provide financial assistance by

subsidizing the property's sales price in certain affordable housing
programs, and as a result, the programs may impose income-based resale
restrictions. The difference between the market sale price and the resale-
restricted price represents the subsidy amount provided by the Affordable
Second and creates the subsidized sales price. The subsidy provider for
the Affordable Second may have the preemptive option to purchase the
home and/or transfer this optionto an eligible buyer.

e The mortgage terms for the Affordable Second typically provide for either
no payments or deferred payments and the entire outstanding balance may
be forgiven at some specified pointin time. The terms of the Affordable
Second mortgage may not, however, restrict Freddie Mac's sale or transfer
of a property once Freddie Mac has acquired title to the property as an
REO

e When an Affordable Second is used to subsidize the property's sales price
and income-based resale restrictions are imposed, the Affordable Second
must not be used toward the borrower's down payment or closing costs.
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Secondary Financing, Continued

Home Equity Non-AUS

Lines e The HTLTV calculation is based on the total HELOC credit line when the first

(HELOCS) mortgage is closed, unless the HELOC has been permanently modified.
e See Permanently Modified HELOC guidelines outlinedbelow for further guidance.

e Whenthe first mortgage productthatwill be delivered to Fannie Mae also has ahome

equity line of credit (HELOC) that provides fora monthly paymentof principal and
interestor interestonly, the paymenton the HELOC mustbe considered as partof the
borrower’s recurring monthly debtobligations. If the HELOC does notrequire a
payment,there is no recurring monthly debtobligationso the lender does notneed to
develop an equivalentpaymentamount.

Note: Additional and/or different qualifying requirements may be applied by the
subordinate lien holder (i.e., Truist Bank, etc.).

e Permanently Modified HELOC

e If the lenderdeterminesthe HELOC has been permanently modified and the
outstanding unpaid principal balance (UPB) is less than the permanently modified
HELOC, the lender mustuse the modified HELOC amountin calculating the

HTLTYV ratio for eligibility purposes and for delivery.
e The lender mustobtain appropriate documentation thatthe HELOC has been
permanently modified and include this documentation in the loan file.

e If the outstanding unpaid principal balance (UPB) is greater than the permanently
modified HELOC, the lender mustuse the outstanding UPB to calculate the
HTLTV ratio for eligibility purposes and for delivery.

e Asnoted above, the lender mustobtain appropriate documentation and
include thatdocumentationinthe loan file.

e Inno casemaythe TLTV ratio exceedthe HTLTV ratio.

Note: The HTLTV ratio calculation may differ for certain mortgage loans.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

e HELOC payments mustbe included in the monthly debt payment-to-income ratio
when there is an outstanding balance on the account. In the absence of a monthly
paymenton the creditreport, and if there is no documentationin the mortgage file
indicating a monthly paymentamount, 1.5% of the outstanding balance will be
considered to be the HELOC monthly paymentamount. See the “Secondary
Financing/General” guidelines previously presented in this topic forwhen
documentation of HELOC termsis required.

e ForLoan Prospector Mortgages, the Lender must submit both the limit of the
HELOC and the disbursed amount of the HELOC to Loan Prospector.

Note: Additional and/or different qualifying requirements may be applied by the
subordinate lien holder (i.e., Truist Bank, etc.).

¢ Non-AUS quidelines apply if the lender determines the HELOC has been
permanently modified.
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Geographic Restrictions

Introduction .

As determined by HUD, the following states are NOT considered as a high cost

area and are NOT eligible for originations under the Agency Plus and Agency
Plus Select loan programs:

State \ SEW) State
Alabama Maine Ohio
Arkansas Michigan Oklahoma
Arizona Minnesota Oregon
Delaware Missouri Rhodelsland
lowa Mississippi South Carolina

lllinois Montana South Dakota
Indiana North Dakota Texas
Kansas Nebraska Vermont
Kentucky New Mexico Wisconsin
Louisiana Nevada

The following table shows additional information on geographic restrictions
applicable to the standard Agency, Agency Plus, and Agency Plus Select loan
programs.

State Restrictions

Georgia GeorgiaPower leasehold properties are noteligible.
New York

As a result of state legislation, primary residences are not
eligibleifthe transaction is determined to be a “sub-prime home
loan”.

Reference: See General Section 1.02: Eligible Mortgages, of the Correspondent
Seller Guide for Truist specific geographic restrictions that may apply and General
Section 1.35: Compliance Overview for state specific predatory lending restrictions.
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Occupancy/Property Types

Primary Non-AUS

Residences e Aprincipal residence is a property that the borrower occupies as his or her
primary residence. The following table describes conditions under which Fannie
Mae considers a residence to be a primary residence eventhough the borrower
will not be occupying the property.

Borrower Types Requirements for Owner Occupancy \
Multiple borrowers Only one borrower needs to occupy and take title
to the property exceptas otherwiserequired for
mortgages that have co-signers or guarantors.
Parent(s) or legal guardian(s) If the child is unable to work or does nothave
wanting to provide housing for their | sufficientincome to qualify for a mortgage on his
handicapped or disabled adult or her own, the parent(s) or legal guardian(s) is
child considered the owner/occupant.
Children wantingto provide If the parentis unable to work or does nothave
housing for parents sufficientincometo qualify fora mortgage on his
or her own, thechild is considered the
owner/occupant.

Note: If a property is used as a group home, and a natural-person individual
occupies the property as a primary residence or as a second home, Fannie
Mae’s terms and conditions for such occupancy status as provided will be
applicable.

e Reporting of Gross Monthly Rent
e Eligible rents on the subject property (gross monthly rent) must be reported
in the loan delivery data for all two- to four-unit primary residence properties,
regardless of whether the borrower is using rental income to qualify for the
loan.

e If the borrower is using rental income from the subject property to qualify
forthe loan, the requirements in the “Rental Income” subtopic must be
followed to document and calculate the income. See the “Rental Income”
subtopic within the “Income” topic for requirements related to rental
income.

e If the borrower is not using any rental income from the subject property to
gualify, gross monthly rent must be documented only for lender reporting
purposes. The borrower can provide one of the sources listed in the
“Rental Income” subtopic or may provide one of the following sources
(listed in order of preference):

o the appraisal report for a one-unitinvestment property or two- to four-
unit property, or Single-Family Comparable Rent Schedule (Fom
1007), provided neither the applicable appraisal nor Form 1007 is
dated 12 months or more prior to the date of the note;

o if the property is not currently rented, the lender may use the opinion
of market rents provided by the appraiser; or
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Primary Non-AUS, continued

Residences, .
continued

Reporting of Gross Monthly Rent, continued

e if an appraisal or Form 1007 is not required for the transaction, the
lender may rely upon either a signed lease from the borrower or may
obtain a statement from the borrower of the gross monthly rent being
charged (or to be charged) for the property. The monthly rental
amounts must be stated separately for each unit in a two- to four-unit
property. The disclosure from the borrower must be in the form of one
of the following:

e awritten statement from the borrower, or
e an addition to the Uniform Residential Loan Application (Form
1003).

Note: The lender must retainthe documentation inthe loan file that was relied
upon to determine the amount of eligible rent reported.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

A mortgage will not qualify to be an owner-occupied property mortgage unless
the borrower is an individual or individuals, and at least one of the borrowers will
occupy all or part of the mortgaged premises as a primary residence, except as
follows:
o A borrower may be considered an occupying borrower, if the mortgaged
premises is occupied as a primary residence by an individual(s) who:
e Is the borrower's parent(s), or
e Has adisability and the borrower is the individual(s)'s parent or legal
guardian

Reference: See the “Relocation Mortgages” subtopic previously presented in the
“Eligible Transactions” topic within this document for a special occupancy
reguirement for mortgages made pursuant to employee relocation programs.

¢ Regardless of whether rental income is used in qualifying the borrower, the

ULDD Data Point Property Dwelling Unit Eligible Rent Amount for each non-

owner occupied unitin a 2- to 4-unit primary residence must be delivered.

e Enter the gross monthly rental income for each non-owner-occupied unit
as indicated on the signed lease(s) for the mortgaged premises. If there
is no active lease for a unit, or the borrower rents the unit to a family
member, enter the gross monthly rental income as estimated on the
applicable appraisal report or addenda.

Continued on next page

Section 2.01
Agency Loan Programs

August 19, 2022
TRUIST - H Page 118 of 724

Correspondent Seller Guide


https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Occupancy/Property Types, Continued

Second Homes Non-AUS
Not eligible

Fannie Mae DU
Follow DU requirements, which are as follows:
e The list below provides the requirements for second home properties:

e For

mustbe occupied by the borrower fora some portion of the year,
is restricted to one-unitdwellings,

mustbe suitable for year-round occupancy,

the borrower musthave exclusive control over the property,
mustnot be a rental property or timeshare arrangement,

Note: If the lenderidentifies rental income from the property, the loan is eligible
as a second home aslong asthe income is notused for qualifying purposes,
and all other requirements for second homes are met(including the occupancy
requirementabove).

cannotbe subjectto any agreements thatgive a managementfirm control over
the occupancy of the property.

newly constructed homes secured by a second home, the borrower cannothave

a relationship or business affiliation with the builder, developer, or seller of the
property.

Freddie Mac LPA
e Eligibility Requirements

The following eligibility requirements apply to second home mortgages:

e The mortgage mustbe secured by a 1-unitproperty

e The borrower mustoccupy the second home for some portion of the year

e The borrower mustkeep the property available primarily (i.e., more than half
of the calendar year) forthe borrower's personal use and enjoyment

e The borrower may rent the property on a short-term basis provided that the
property is not subject to any rental pools or agreements that require the
borrowerto rent the property, give a managementcompany or entity control
over the occupancy of the property or involve revenue sharing between any
owners and the developer or another party

e Themortgaged premises mustbe in such alocation to functionreasonably as
a secondhome

e The second home must be suitable for year-round occupancy with the
following exception: a second home with seasonal limitations on year-round
occupancy (e.g. lack of winter accessibility) is eligible provided the appraiser
includes at least one comparable sale with similar seasonal limitations to
demonstrate the marketability of the subjectproperty. See “General Property
Eligibility Requirements” subsequently presented in the “Appraisal
Requirements” topic within this document for general property eligibility
requirements.

e The property must not be subject to any timesharing or other shared
ownership arrangement

Freddie Mac's determination of whether a property is a second home is

conclusive. A 2-unitproperty used as a second homeis considered an investment

property and mustmeetall investmentproperty requirements.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Second Homes, Freddie Mac LPA, continued

(continued)

e Special Underwriting Requirements
Each second home mortgage must meet the following requirements:

For newly constructed homes that are purchase transactions, the
borrower may not be affiliated with or related to the builder, developer or
the property seller

The applicable requirements outlined in the “Multiple Financed Properties
for the Same Borrower” subtopic, previously presented in this document,
must be met.

The reserves requirements outlined in the applicable first morgage
product description must be met.

Rental income from the borrower's second home may not be considered
as stable monthly income in the credit qualification analysis

The monthly housing expense related to a borrower's current primary
residence must be used in computing the borrower's monthly housing
expense-to-income ratio

The monthly payment amount (as described in the “Qualifying Ratios”
subtopic subsequently presented in this document) on the second home
must be considered in calculating the borrower's monthly debt payment-
to-income ratio
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Investment Non-AUS
Properties Not eligible

Fannie Mae DU

Follow DU requirements, which are as follows:

¢ Aninvestment property is owned but not occupied by the borrower.

e Fornewly constructed homes secured by an investment property, the borrower
cannot have a relationship or business affiliation with the builder, developer, or
seller of the property.

e Reporting of Gross Monthly Rent
¢ Eligible rents onthe subject property (gross monthly rent) must be reported in
the loan delivery data for all investment properties, regardless of whether the
borrower is using rental income to qualify for the loan.
If the borrower is using rental income from the subject property to qualify
for the loan, the requirements in the “Rental Income” subtopic must be
followed to document and calculate the income. See the “Rental Income”
subtopic within the “Income” topic for requirements related to rental
income.
If the borrower is not using any rental income from the subject property to
gualify, gross monthly rent must be documented only for lender reporting
purposes. The borrower can provide one of the sources listed in the
Rental Income subtopic or may provide one of the following sources (listed
in order of preference):

the appraisal report for a one-unit investment property or two- to four-

unit property, or Single-Family Comparable Rent Schedule (Fom

1007), provided neither the applicable appraisal nor Form 1007 is

dated 12 months or more prior to the date of the note;

if the property is not currently rented, the lender may use the opinion

of market rents provided by the appraiser; or

if an appraisal or Form 1007 is not required for the transaction, the

lender may rely upon either a signed lease from the borrower or may

obtain a statement from the borrower of the gross monthly rent being

charged (or to be charged) for the property. The monthly rental

amounts must be stated separately for each unit in a two- to four-unit

property. The disclosure from the borrower must be in the fom of one

of the following:

e awritten statement from the borrower, or

e an addition to the Uniform Residential Loan Application (Form
1003).

Note: The lender must retainthe documentation inthe loanfile that was relied
upon to determine the amount of eligible rent reported.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Investment Freddie Mac LPA
Properties, Follow LPA requirements, which are as follows:
continued e Fornewly constructed homes that are purchase transactions, the borrower may

not be affiliated with or related to the builder, developer, or property seller. For

these purposes, "affiliated with" means that the borrower may not have an

ownership interestin or employment with the builder, developer or property
seller.

Mortgages with temporary subsidy buydowns are not eligible for delivery as

investment property mortgages.

If the borrower owns more than one financed investment property, the loan must

be afixed rate, or 7/6-Month, or 10/6-Month ARM.

The monthly housing expense related to the borrower's current primary

residence must be used in calculating the borrower's monthly housing expense-

to-income ratio.

Regardless of whether rental income from the mortgaged premises is used in

gualifying, the reserves requirements outlined in the applicable first mortgage

product description must be met.

Gift funds, gifts of equity or grants are not permitted.

Regardless of whether rental income from the subject investment property is

being used to qualify the borrower, the lender must deliver the ULDD Data Point

Property Dwelling Unit Eligible Rent Amount for the subject 1-unit investment

property and each unitin a subject 2- to -4 unit investment property.

e Enterthe gross monthly rental income for each unit as indicated on the
signed lease(s) for the mortgaged premises. If there is no active lease for a
unit, or the borrower rents the unit to a family member, enter the gross
monthly rental income as estimated on the applicable appraisal report or
addenda.

Reference: See the “Rental Income” subtopic subsequently presented in this
document for requirements related to rental income.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Occupancy Reference: See Section 1.05a: Occupancy Misrepresentation -- Red Flags in the
Verification Correspondent Seller Guide for guidance..
Accessory Non-AUS

Dwelling Units e  Anaccessory dwelling unit (ADU) is typically an additional living area
independent of the primary dwelling that may have been added to, created

within, or detached from a primary one-unit dwelling. The ADU must provide for

living, sleeping, cooking, and bathroom facilities and be on the same parcel as
the primary one-unit dwelling.
e The following table describes the requirements for classifying an ADU.

v Requirements

Only one ADU is permitted on the parcel ofthe primary one-unitdwelling.
ADUs are not permitted with a two- to four-unitdwelling.

The ADU must:
e be subordinatein sizeto the primary dwelling.
e have thefollowing separate features fromthe primary dwelling:

e means ofingress/egress,

e  kitchen,

e sleeping area,

e bathing area, and

e bathroomfacilities.
The ADU may, but is notrequired to, include access to the primary dwelling.
However, itis notconsidered an ADUif it can only be accessed through the
primary dwelling or the area is open to the primary dwelling with no expectation
of privacy.

The kitchen must, at a minimum, contain the following:

e cabinets;

e acountertop;

e asinkwith running water; and

e astoveor stove hookup (hotplates, microwaves, or toaster ovens are not
acceptable stove substitutes).

An independent second kitchen by itself does not constitute an ADU.

The removal ofa stovedoes notchange the ADU classification.

A borrower must qualify for the mortgage without considering any rental income
from the ADU.

References:

See “Rental Income”, subsequently presented withinthe “Income” topic, for
additional information, and

See the “Rental Income from a One-Unit Primary Residence with an Accessory
Unit” subtopic within Section 2.01a: Fannie Mae HomeReady® and Freddie
Mac Home Possible® Mortgages for an exception to this guideline for
HomeReady mortgageloans.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Occupancy/Property Types, Continued

Accessory Non-AUS, continued
Dwelling Units,

continued e Construction of an ADU

e The construction method of an ADU can be site- or factory-built. If factory-
built, all designs must be multi-width and the primary dwelling must be site-
built.

e Manufactured Home Accessory Dwelling Unit
¢ A mortgage on a one-unit dwelling that contains a manufactured home

accessory dwelling unit (ADU) is not eligible.

e Examples of ADUs

e Examples of ADUs include, (but are not limited to):

« aliving area over a garage,
« aliving areain a basement,or
« asmall addition to the primary dwelling.

e Whether a property is defined as a one-unit property with an accessory unit
or atwo- to four-unit property will be based on the characteristics of the
property, which may include, but are not limited to, the existence of
separate utility meter(s), a unique postal address, and whether the unit can
be legally rented. The appraiser must determine compliance with this
definition as part of the analysis in the Highest and Best Use section of the
appraisal. See “Accessory Dwelling Units” in the “Appraisal Analysis:
Agency Loan Programs / Improvements Section of the Appraisal Report”
topic/subtopic within Section 1.07: Appraisal Guidelines of the
Correspondent Seller Guide for additional ADU appraisal requirements.

e Zoning foran ADU

e Some ADUs may predate the adoption of the local zoning ordinance and
therefore be classifiedas legal nonconforming. An ADU should always be
considered legalifiitis allowed underthe current zoning code for the subject
property.

e If itis determined that the property contains an ADU thatis not allowed
under zoning (where an ADU is not allowed under any circumstance), the
property is eligible under the following additional conditions:

« The lender confirms that the existence will not jeopardize any future
property insurance claim that might need to be filed for the property.

« The appraisal requirements related to zoning for an ADU are met. See
“Accessory Dwelling Units” in the “Appraisal Analysis: Agency Loan
Programs / Improvements Section of the Appraisal Report”
topic/subtopic within Section 1.07: Appraisal Guidelines of the
Correspondent Seller Guide for guidance.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA

Reference: See “Property with an Accessory Unit” in the Appraisal Analysis:
Agency Loan Programs / Improvements Section of the Appraisal Report”
topic/subtopic within Section 1.07: Appraisal Guidelines of the Correspondent
Seller Guide.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Occupancy/Property Types, Continued

Condominiums Reference: See Section 1.06: Condominium and PUD Approval Requirements of the
Correspondent Seller Guide for a complete overview of condominium warranty
guidelines.

PUDs Reference: See Section 1.06: Condominium and PUD Approval Requirements of the
Correspondent Seller Guide for a complete overview of PUD eligibility requirements.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Leasehold Non-

Estates .

AUS

Fannie Mae purchases or securitizes fixed-rate and adjustable-rate first-lienloans that are
secured by properties on leasehold estates in areas in which this type of property
ownership hasreceived marketacceptance.

All eligible occupancy/property types must meetthe specific firstand/or second mortgage
program eligibility guidelines.

Mortgages secured by manufacturedhomes located on leasehold estates are noteligible.
Mortgages secured by properties located within Indian lands that are leasehold estates
arenot eligible.

Community land trusts are not eligible.

The mortgage must be secured by the property improvements and the borrowers
leasehold interestin the land.

The leasehold estate and the improvements must:

e constitute real property,

e be subjectto the mortgage lien,and

e beinsured bythelender’stitle policy.

The leasehold estate and the mortgage must not be impaired by any merger of title
betweenthe lessorand lessee.

In the eventthe mortgage is secured by a sublease of aleasehold estate, the documents
mustprovide thata defaultunder the leasehold estate will not by such defaultresultin the
termination of the sublease.

For condominium transactions underwritten by Truist, the Condominium Departmentin
Richmond, VAwill also review the lease agreement, butreservesthe right to requestthe
Correspondent lender to obtain a legal opinion from the Correspondent lender’s legal
counsel, the title company or the HOA attorney in the cases where itis not clear that all
leasehold requirements are met.

Lease Requirements

e The lendermustensure compliance with all requirements for leases associated with
leasehold estate loans.

e In addition, the lenderagreesthatin accordancewith Fannie Mae Selling Guide topic
A2-2.1-07, Life-of-Loan Representations and Warranties, any failure to comply atany
time with the lease requirements listed below is a breach of the life of loan
representations and warranties if itimpacts first-lien enforceability.

Lease and Lender Requirements

e The term of the leasehold estate mustrun for at least five years beyond the maturity
date of the loan, unless fee simple title will vestat an earlier date in the borrower.

e The lease mustprovide that the leasehold can be assigned, transferred, mortgaged,
and subletan unlimited number of times either withoutrestriction oron paymentof a
reasonable fee and delivery of reasonable documentation to the lessor. The lessor
may not require a credit review or impose other qualifying criteria on any assignee,
transferee, mortgagee, or sublessee.

e The lease must provide for the borrower to retain voting rights in any homeowners’
association.

e The lease must provide that in addition to the obligation to pay lease rents, the
borrower will pay taxes, insurance, and homeowners’ associationdues (if applicable),
related to the land in addition to those he or she is paying on the improvements.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Occupancy/Property Types, Continued

Leasehold Non-AUS, continued

Estates, e Lease and Lender Requirements, continued

continued e The lease must be valid, in good standing, and in full force and effectin all
respects.

e The lease mustnotinclude any defaultprovisions thatcould give rise to forfeiture
or termination of the lease, exceptfor nonpayment of the lease rents.

e Thelease mustincludeprovisions to protectthe mortgagee’s interests in the event
of a property condemnation.

e The loan must be serviced in accordance with the leasehold servicing
requirements in Fannie Mae’s Servicing Guide.
e The lease mustprovide lenders with:
e the right to receive a minimum of 30 days’ notice of any default by the
borrower, and

e the option to either cure the default or take over the borrower’s rights under
the lease.

e Additional Eligibility Requirements
e The following requirements must be met before a lender can deliver leasehold
estate loansto Fannie Mae for purchase or securitization:
o All lease rents, other payments, or assessments thathave become due must
be paid.
e Theborrower mustnotbe in defaultunder any other provision of the lease nor
may such a defaulthave been claimed by the lessor.

e  Option to Purchase Fee Interest
e The lease may, but is not required to, include an option for the borrower to
purchase the feeinterestin the land. If the optionis included, the purchase must
be at the borrower’s sole option, and there can be no time limit within which the
option must be exercised. If the option to purchase the fee title is exercised, the
mortgage mustbecome alien on the fee title with the same degree of priority that
it had on the leasehold. Both the lease and the option to purchase must be

assignable.
e The table below provides the requirements for establishing the purchase price of
the land.
Status of Property Purchase Price of Land
Improvements
Already constructed at | The initial purchase price should be established as the
the time the lease is appraised value ofthe land on the date thelease is
executed. executed.
Already constructed at | ¢  The initial land rent should be established as a
the time the lease is percentage ofthe appraised value ofthe land on the
executed, and the date that the lease is executed.
lease istied to an e The purchase price may be adjusted annually during
external index, such as the term of the lease to reflect the percentage
the Consumer Price increase ordecreasein the index fromthe preceding
Index (CPI). year.
e Leases may be offered with or withouta limitation on
increases or decreases in the rent payments.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Occupancy/Property Types, Continued

Leasehold Non-AUS, continued
Estates, e Option to Purchase Fee Interest, continued
continued
Status of Property Purchase Price of Land
Improvements ‘
Will be constructed The purchase price oftheland should be the lower of
after thelease is the following:
executed. e the currentappraised value ofthe land, or

e the amountthat results when the percentage ofthe
total original appraised value thatrepresented the
land aloneis applied to the currentappraised value
of theland and improvements.

For example, assume that the total original
appraised value for a property was $160,000, and
the land alone was valued at $40,000 (thus
representing 25% ofthe total appraised value). If
the currentappraised valueis $225,000, $50,000
forland and $175,000 forimprovements,the
purchase price would be $50,000 (the current
appraised value ofthe land, because itis less than
25% of $225,000).

Note: If the lease istied to an external index, the
initial land value may notexceed 40% of the
combined appraised value ofthe land and
improvements.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA

Follow LPA requirements, which are as follows:

e Freddie Mac will purchase a mortgage secured by either a leasehold estate or a
leasehold estatein a ground lease community where there is a demonstrated
market acceptance of this type of property ownership.

e The mortgage must be secured by aleaseholdinterest inthe land or ground lease
and the property improvements to be a leasehold mortgage.

e The following property types are eligible to secure leasehold mortgages:

e 1to 4 unit properties
e Planned Unit Development (PUD) units
e Condominium units

¢ Manufactured homes are not eligible to secure leasehold mortgages.

e Mortgages secured by properties located within Indian lands that are leasehold
estates are not eligible.

¢ Community land trusts are not eligible.

e Documentsaffectingthe leasehold estate, if any, securing the indebtedness must
beincluded in the file. This includes an original executed or certified copy of the
lease containing the recordation location.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Leasehold Freddie Mac LPA, continued
Estates, e Terms: The following terms apply for purposes of this section:
continued e Basic Rent: The amountpaid forthe use of the leasehold estate under the terms

of the lease (or sublease, if applicable). Basic rentdoes not include:

e Taxes

e Insurance

e Utilitiesforthe leasehold estate orcommon areas, or

e Usefeesoroperatingexpenses forthe commonareas, facilities and services

Ground Lease Community: A planned residential development, including

infrastructure, common areas and community facilities for use by the individual

lessee, with the following characteristics:

e Under the terms of the lease, the individual lessee holds a real propery
leasehold estate in a parcel of land improved by a dwelling and has an
undivided common interest in the infrastructure, common areas and
community facilities

e The ground lease community is either a Planned Unit Development (PUD)
or Condominium Project, administered by a HOA; or the community is
administered by the fee sim ple land owner/lessor thatowns, and is obligated
under the lease to maintain, the infrastructure, common areas and
community facilitiesfor the common use and benefit of the individual lessees

Leasehold Mortgagee: The mortgagee that has a lien on the lessee's (or

sublessee's) leasehold estate including improvements.

o Leasehold Estate Eligibility Requirements

The lender must ensure that the following eligibility requirements are met:
e The leasehold estate and property improvement must:
e Constitute real property
e Becovered by atitle insurance policy that complies with the
applicable title insurance requirements outlined in Section 1.16:
Title Insurance of the Correspondent Seller Guide.

e The lease and any sublease (including all amendments) must be:

e Recorded in the appropriate land records
e In full force and effect, and
¢ Binding and enforceable against the lessor (and sublessor)

e The leasehold estate and mortgage must not be impaired by any

merger of the fee interest and leasehold interest in the event the same
person or entity acquires both interests

e The term of the leasehold estate must run for at least five years beyond

the maturity date of the mortgage unless the fee simple title vests atan
earlier date

e All basic rent and amounts due (for taxes, insurance, utilities and use

fees or operating expenses) relating to the land and improvements must
be current and the borrower must not be in default under any provision
of the lease nor may the lessor have claimed such a default

e The lease must not preclude the borrower from retaining voting rights in

the homeowners association, if applicable
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Leasehold Freddie Mac LPA, continued
Estates, e LeaseProvisions
continued e The lease mustpermitassignments, transfers, mortgaging and subletting of the

e Pro

leasehold (or subleasehold) estate, including any improvements on the
leasehold estate

The lease mustprovide thatfor a notice of lessee's default(monetary or non-
monetary) to be valid, the lessor mustsend written notice of the lessee's default
to the leasehold mortgagee notmore than 30 days after such default

The lease must provide for the right of the leasehold mortgagee, in its sole
discretion, to cure a defaultforthe lessee's (or sublessee, if applicable) account
within the time permitted to lessee or take over the rights underthe lease
(sublease)

The lease cannotcontain default provisions allowing forfeiture or termination of
the lease for nonmonetary default, exceptfor nonpaymentof the ground rent
The lease mustprovide for protection of the mortgagee's interests including an
insurable interestin the subjectproperty unless otherwise required by law, and
interestin the lease, ground lease community and leasehold estate

The lease may, butis not required to, include an option for the borrower to
purchase the fee interest; provided, however, there can be no time limiton
when the option mustbe exercised, and the lease and option to purchase must
be assignable

jects on Leasehold Estates

Freddie Mac will purchase a mortgage secured by a unit in a Condominium
Project or Planned Unit Development situated on a leasehold estate if the
requirements in the section are met.

e Appraisal Requirements for Leasehold Mortgages

Reference: See the “Leasehold Estates” subtopic subsequently presented in

the “Appraisal Requirements” topic for additional guidance.

e Ground Lease Requirements for Leasehold Mortgages

A copy of the lease, with recordation information, mustbe maintained in each

leasehold mortgage file. The documents mustbe provided to Freddie Mac
upon request.

Manufactured Non-AUS
Housing e  Manufactured housingis NOT eligible for financing, including manufactured home
accessory dwelling units.

e Manufactured housing is defined as any dwelling unit built on a permanent
chassis and attached to a permanent foundation system.

Note: Other factory built housing (not built on a permanent chassis), such as modular,
prefabricated, panelized, or sectional housing is NOT considered manufactured housing.

Fannie

Mae DU

Non-AUS quidelines apply.

Freddie Mac LPA
Non-AUS quidelines apply.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Mixed-Use Non-AUS

Properties e Fan

nie Mae purchases or securitizes mortgages thatare secured by properties that

have a business use in addition to their residential use, such as a property with
space set aside fora day care facility, a beauty or barber shop, or a doctor’s office.
e The following special eligibility criteria must be met:

The property must be a one-unit dwelling that the borrower occupies as a
primary residence.

The borrower must be both the owner and the operator of the business.
The property must be primarily residential in nature.

The dwelling may not be modified in a manner that has an adverse impact
on its marketability as a residential property.

e The appraisal requirements for mixed-use properties must:

Fannie

provide a detailed description of the mixed-use characteristics of the subject
property;

indicate that the mixed use of the property is a legal, permissible use of the
property under the local zoning requirements;

report any adverse impact on marketability and market resistance to the
commercial use of the property; and

report the market value of the property based on the residential
characteristics, rather than of the business use or any special business-use
modifications that were made.

Mae DU

Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:
e The appraiser must provide the following when appraising a mixed-use property:

An appraisal with an interior and exterior inspection

A detailed description of any accommodations made for the commercial use
of the subject property

A discussion of any adverse impacts of the commercial use

A statement describing any market resistance to the commercial use, and
adjustments for any commercial features made to the comparable sales

An opinion of market value based on the property's residential nature

e Eachresidential property with mixed-use must meet all of the following
requirements:

The property must be located in a residential neighborhood, be primarily
residential, and must be typical for the properties in the market

The use must represent a legal, permissible use of the property under the
local zoning requirements

The property must be a 1-unit primary residence

If the property has a commercial use, the borrower must be the owner and
the operator of the business

The dwelling may not be modified in a manner that has an adverse impact
on its marketability as a residence

The commercial use must not have an adverse effect on the habitability and
safety of the property or site
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Occupancy/Property Types, Continued

Modular, Non-AUS

Prefabricated, e Modular, Prefabricated, Panelized, or Sectional Housing Eligibility
Modular Homes

Panelized, or .
Sectional
Housing

Modularhomes mustbe builtunder the International Residential Code (IRC)
that is administered by the state agency that is responsible for adopting and
administering building code requirements for the state in which the modular
home isinstalled. Prefabricated, panelized, or sectional housing does not
have to satisfy either HUD’s Federal Manufactured Home Construction and
Safety Standards orthe IRC that are adopted and administered by the state
in whichthe home isinstalled. The home mustconformto local building
codesin the areain whichit will be installed.

Fannie Mae purchasesloans secured by modular homes builtin accordance
with the International Residential Code administered by state agencies
responsible for adopting and administering building code requirements for
the state in which the modularhome isinstalled.

Prefabricated, Panelized, and Sectional Homes

Loans secured by prefabricated, panelized, or sectional housing are eligible
for purchase. These properties do nothave to satisfy HUD’s Federal
Manufactured Home Construction and Safety Standards or the International
Residential Codesthatare adopted and administered by the state in which
the homeisinstalled. The home mustconformto local building codesin the
areain whichit will be located.

e Modular, Prefabricated, Panelized, or Sectional Housing Requirements

Factory-builthousing such as modular, prefabricated, panelized, or sectional
housing is not considered manufactured housing and is eligible under the
guidelinesfor one-unitproperties. These types of properties must:
e be builtof the same quality of materials as and assume the
characteristics of site-builthousing,
e be legallyclassified asreal property,and
conform to all local building codes in the jurisdiction in which they are
permanently located.
The purchase, conveyance, and financing (or refinancing) must be
evidenced by a valid and enforceable first-lien mortgage or deed of trustthat
is recorded in the land records, and mustrepresenta single real estate
transaction under applicable state law. The lenderis responsible for
perfecting the real estate title and obtaining any needed title endorsements
before selling the loan to Fannie Mae when a unit is titled as personal
property similarly to manufactured homes.

All factory-builtunits mustbe permanently attached to a foundationthat
meets the standards for local building codes where the unitwill be placed
and in accordance with the recommendations prescribed by the unit's
manufacturer (when applicable). If the unithad axles, wheels, tow hitch, or
other hardware to facilitate ease of transportation to the site, the lenderis
responsible for ensuring thatall such hardware is removed prior to selling
the loan to Fannie Mae.

Fannie Mae affords modular, prefabricated, panelized, or sectional housing
homesthe same treatmentas site-builthousing. Therefore, Fannie Mae
doesnot have minimum requirements for width, size, roof pitch, orany other
specific construction details.
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** Refer to the Correspondent
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Occupancy/Property Types, Continued

Modular, Non-AUS, continued

Prefabricated,

Panelized, or e Modular Construction Techniques on Multi-Unit Buildings

Sectional .
Housing,
continued

Multi-unit buildings such as condos and townhomes may be constructed, in
whole or in part, through the use of modular construction techniques. All
buildings must conform to local building codes in the jurisdiction in which
they are permanently located. Units in these buildings are provided the same
treatment as units in multi-unit buildings constructed with site-built
techniques.

e Appraisal Requirements for Modular, Prefabricated, Panelized, or Sectiona
Housing

Fannie Mae does not have minimum requirements for width, size, roof pitch,
or any other specific construction detail for modular homes, or any other
types of factory-built homes. Because quality can account for large
differences in the values of factory-built homes, it is important for the
appraiser to become familiar with the features that affect the quality of a
factory-built home so that the information can be included in the appraisal
report if needed to support his or her opinion of value.

e Comparable Selection Requirements for Modular, Prefabricated, Panelized,
or Sectional Housing

Fannie

The process of selecting comparable sales for factory-built housing is
generally the same as that for selecting comparable sales for site-built
housing. Fannie Mae requires the appraiser to address both the
marketability and comparability of modular homes and other types of factory-
built housing. When the subject property is modular, prefabricated,
panelized, or sectional housing, it is not required that one or more of the
comparable sales be the same type of factory-built housing, although using
comparable sales of similar types of homes generally enhances the reliability
of the appraiser's opinion of value. Fannie Mae requires the appraiser to
include in the appraisal report the most appropriate comparable sales data
to support his or her opinion of value for the subject property.

Mae DU

Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA

Follow LPA requirements, which are as follows:

e Freddie Mac will purchase a mortgage secured by modular, prefabricated,
panelized, or sectional housing, as long as standard LPA mortgage and property

elig

ibility requirements are met.
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Occupancy/Property Types, Continued

Properties Non-AUS
Listed For Sale See the “Cash-Out Refinance” and “Limited Cash-Out Refinance” subtopics
previously presented in the “Refinances” topic for guidance.

Fannie Mae DU
See the “Cash-Out Refinance” and “Limited Cash-Out Refinance” subtopics
previously presented in the “Refinances” topic for guidance.

Freddie Mac LP
See the ‘Cash-Out Refinance” and “Limited Cash-Out Refinance” subtopics
previously presented in the “Refinances” topic for guidance.

Properties Reference: See General Section 1.25: Properties Purchased at Auction of the
Purchased at Correspondent Seller Guide for information on Properties Purchased at Auction.
Auction

Continued on next page

Section 2.01 August 19, 2022
Agency Loan Programs T R U l ST ela Page 134 of 724
Correspondent Seller Guide



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf
https://www.truistsellerguide.com/manual/cor/general/1.25properties%20purchased%20at%20auction.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Short Sale Non-AUS

Property .

Borrowers may pay additional fees, assessments, or payments in connection

with acquiring a property that is a pre-foreclosure or short sale that are typically

the responsibility of the seller or another party. Examples of additional fees,

assessments, or payments include, but are not limited to, the following:

e short sale processing fees (also referred to as short sale negotiation fees,
buyer discount fees, short sale buyer fees);

Note: This fee does not represent a common and customary charge and
therefore must be treated as a sales concession if any portion is reimbursed
by an interested party to the transaction.

e payment to a subordinate lienholder; and

o payment of delinquent taxes or delinquent HOA assessments.

The following requirements apply:

e The borrower (buyer) must be provided with written details of the additional
fees, assessments, or payments and the additional necessary funds to
complete the transaction must be documented.

e The servicerthat is agreeing to the pre-foreclosure or short sale must be
provided with written details of the fees, assessments, or payments and has
the option of renegotiating the payoff amount to release its lien.

e All parties (buyer, seller, and servicer) must provide their written agreement
of the final details of the transaction which must include the additional fees,
assessments, or payments. This can be accomplished by using the
“Request for Approval of Short Sale” or “Alternative Request for the Approval
of Short Sale” forms published by the U.S. Treasury Supplemental Directive
09-09 or any alternative form or addendum.

e The Settlement Statement must include all fees, assessments, and
payments included in the transaction.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LP
Follow LP requirements, which are noted below:

Fees paid to any party to evaluate, negotiate or process a short sale with the
Servicer, which are commonly referred to as "short sale negotiation fees," "short
sale processing fees," "marketing fees," or "administrative fees," must not be
deducted from the proceeds of sale or charged to the borrower. Additionally,
neither the Servicer nor its agents may charge Freddie Mac or the borrower,
either directly or indirectly, any fee whatsoever in connection with processing a
short sale on any mortgage. Standard and customary real estate commissions
and settlement service fees agreed to by the borrower and paid to the real estate
brokerage and settlement agent are not prohibited.
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Occupancy/Property Types, Continued

Properties with o
Private

Transfer Fee
Covenants

In accordance with a regulation issued by the Federal Housing Finance Agency
on March 16, 2012, and codified at 12 CFR Part 1228 (the “Private Transfer Fee
Regulation”), Fannie Mae and Freddie Mac will not purchase or securitize loans
on properties encumbered by private transfer fee covenants if those covenants
were created on or after February 8, 2011, unless permitted by the Private
Transfer Fee Regulation.

Truist Note: The Private Transfer Fee Regulation excludes private transfer fees
paid to homeowner associations, condominiums, cooperatives, and certain tax-
exempt organizations that use private transfer fee proceeds to benefit the
property. Fees that do not directly benefit the property are subjectto the rule, and
would disqualify mortgages on the property from being sold to Fannie Mae or
Freddie Mac.

Properties with  Non-AUS

Resale .
Restrictions

Overview

e The high cost of housing has become a challenge for people who want to
purchase homesin many markets aroundthe country. To help address this issue,
many governmental and nonprofitentities supportthe development of propertes
subject to resale restrictions. Those strategies help to create and presere
affordable housing stockin communities over the long-term.

e The lender must review the terms and conditions of the affordable housing
program, including any documents thatdescribe the resale restrictions.

Background

e Resale restrictions are a right in perpetuity or for a certain number of years,
stated in the form of a restriction, easement, covenant, or co ndition in any
deed, mortgage, ground lease (other than a community land trust ground
lease), agreement, or other instrument executed by or on behalf of the owner
of the land.

Note: Community land trusts are not eligible for origination.

¢ Resale restrictions may limit the use of all or part of the land to occupancy by
persons or families of low-income or moderate-income or on the basis of age
(senior communities must comply with applicable law), or may restrict the
resale price of the property to ensure its availability to future low-income and
moderate-income borrowers.

o The restricted resale price provides a subsidy to the homeowner, in an
amount equal to the difference between the sales price and the market value
of the property without resale restrictions.

e The resale restrictions are binding on current and subsequent property
owners, and remain in effect until they are formally removed or modified, or
terminate inaccordance with theirterms, such as at aforeclosure sale or upon
acceptance of a deed-in-lieu of foreclosure.
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Occupancy/Property Types, Continued

Properties with  Non-AUS, continued
Resale e Compliance with Community Seconds Requirements

Restrictions, .
continued

Resale restrictions may be found in the terms and conditions of the second
mortgage or deed of trust (referred to as a Community Seconds mortgage),
which Fannie Mae does not purchase.

In other cases, the resale restrictions are found in a covenant or provision of
an agreement that is recorded against the land, and no Community Seconds
mortgage exists.

When the resale restrictions are documented by a second mortgage or deed
of trust, the lender must ensure that the second mortgage or deed of trust
complies with Community Seconds guidelines. The second mortgage or deed
of trust must be subordinate to the first mortgage that Fannie Mae purchases.
If the resale restrictions are included in a separate covenant or agreement
instead of a second mortgage or deed of trust, the resale restrictions must
comply, if applicable, with Community Seconds loan eligibility requirements,
related to shared appreciation in property value. The right of the subsidy
provider to shared appreciation must be clearly subordinate to the lien of the
first mortgage that Fannie Mae purchases.

Any provisions addressing balloon payments, the interest rate, and negative
amortization must be documented in the Community Seconds mortgage, and
not in a covenant or agreement.

Reference: See the community seconds guidelines previously presented in this
document for additional information.
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Occupancy/Property Types, Continued

Properties with  Non-AUS, continued
Resale
Restrictions,
continued

e Loan Eligibility and Occupancy Types
e The following table describes the eligible transaction types, products,
occupancy types, and properties for loans with resale restrictions.

Eligibility Based on Type of Deed Restriction

Affordable Age-Related
Transaction Purchase and Refinance
Types
Products Loans must be fixed-rate or adjustable-rate mortgages with an
initial fixed period of five years or more, and can be any Fannie Mae
productdescribed inour productguidelines.
Borrowers Must meet applicable criteriaofthe deed restriction.

Note: Age-related deed restrictions generally apply to the unit
occupant and frequently require only one occupant to be aged 55
and over. In such a case, the borrower could be younger than 55
providedthereis a unitoccupantaged 55 and over. This occupant
can be a non-borrower household member or a renter in the case
of investmentproperty.

(It is permissible for both affordable and age-related requirements
to apply to asingleloan.)

Occupancy | Primary residences only All occupancy types

Types
Properties One- and two-unitproperties, One-and two-unitproperties,
PUDs, and condos. PUDs, and condos (second
homes must be one-unit
Mortgages secured by properties)

manufactured homes and
three- and four-unitproperties Mortgages secured by

are noteligible. manufactured homes and
three- and four-unitproperties
are noteligible.

e EligibleSubsidy Providers for Affordability-Related Deed Restrictions
e Eligible subsidy providers, or sponsors, of resale restrictions must be:
e nonprofit organizations;
churches;
employers;
universities;
municipalities (including state, county, or local housing agencies); or
entities that are otherwise administering government sponsored, federal,
state, or local subsidy programs.
e The subsidy provider must have established procedures for screening and
processing applicants.

e EligibleBorrowers for Affordability Related Deed Restrictions
e Eligible borrowers must satisfy the specific eligibility criteria and resale
restrictions established by the subsidy provider.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Occupancy/Property Types, Continued

Properties with  Non-AUS, continued
Resale _ _
Restrictions, e Calculation of LTV Ratios

continued e When resale restrictions terminate automatically upon foreclosure (or the
expiration of any applicable redemption period), or the recordation of a deed-
in-lieu of foreclosure, the LTV, TLTV, and HTLTV ratios must be calculated
using the lesser of the sale price or appraised value.

Truist Note: Fannie Mae has clarified that the “appraised value” referenced
above is the appraised value of the property without resale restrictions.

Fannie Mae is permitting this calculation based on the market value without
resale restrictions because it is indicative of the actual value of the property
in the event of aforeclosure or acceptance of a deed-in-lieu of foreclosure
(disregarding factors that may affect value after origination and prior to
foreclosure).

e When resale restrictions survive foreclosure or a deed-in-lieu of foreclosure
and the resale restrictions limit the sales price of the property, the lender
must use the lesser of the sales price or appraised value of the property with
resale restrictions when calculating the LTV, TLTV, and HTLTV ratios, which
is the standard method of calculation. Fannie Mae is requiring the standard
calculation on the lower value due to the presence of resale restrictions,
which would limit the property’s sales price in the event of foreclosure or
acceptance of a deed-in-lieu of foreclosure.

e Allowable Resale Restrictions
¢ Fannie Mae will purchase mortgages that are subjectto one or more of the

following types of resale restrictions (although some restrictions are likely

to occur only in combination with others):

e income limits,

e age related requirements (senior communities must comply with
applicable laws),
purchasers must be employed by the subsidy provider,
primary residence requirements,

e first-time home buyer requirements as designated by the subsidy
provider,

e properties that are group homes or that are principally used to serve
disabled residents, and

e resale price limits.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Properties with  Non-AUS, continued

Resale
Restrictions,

continued *

e Duration of Resale Restrictions

Fannie Mae will purchase mortgages secured by properties subject to resale

restrictions:

e when the restrictions terminate automatically upon foreclosure (or the
expiration of any applicable redemption period),

e uponthe recordation of a deed-in-lieu of foreclosure, or

e whentheresale restrictions survive foreclosure.

There are no restrictions on the length of the period in which the resale

restrictions may remain in place on the property.

If the resale restrictions survive foreclosure, the lender represents and warrants

that the resale restrictions do not impair the servicer’s ability to foreclose on the

restricted property.

If the resale restrictions terminate at foreclosure, the subsidy provider is not

entitled to obtain any proceeds from future sale(s) or transfer(s) of the propeny

afterforeclosure oracceptance of a deed-in-lieuof foreclosure.

If the resale restrictions survive foreclosure, the subsidy provider is not entitied

to obtain any proceeds from the initial sale or transfer of the property after

foreclosure, from the foreclosing mortgage holder who obtained the property at

foreclosure or pursuantto a deed-in-lieu of foreclosure.

e Resale Restriction Appraisal Requirements

In cases where the resale restrictions terminate automatically upon foreclosure
(or the expiration of any applicable redemption period), or upon recordation of a
deed-in-lieu of foreclosure, the appraisal should reflect the market value of the
property withoutresale restrictions.

e The lender must ensure that the borrower and appraiser are aware of the
resale restrictions and should advise the appraiser that he or she must
include the following statementin the appraisal report:

e “This appraisal is made on the basis of a hypothetical condition that the
property rights being appraised are withoutresale and other restrictions
that are terminated automatically upon the latter of foreclosure or the
expiration of any applicable redemption period, or upon recordationofa
deed-in-lieu of foreclosure.”

In cases where the resale restrictions survive foreclosure or deed-in-lieu of

foreclosure, the appraisal mustreflectthe impactthe restrictions have on value

and be supported by comparables with similar restrictions.

e The appraisal report must note the existence of the resale restrictions and
commenton anyimpactthe resale restrictions have on the property’s value
and marketability.

e Resale Restriction Title and Insurance Requirements

The source and terms of the resale restrictions must be included in the public
land records so that they are readily identifiable in a routine title search.

e Default Remedies

The presence of resale restrictions must notimpair Fannie Mae’s legal rights
to cure a default under the mortgage terms, to foreclose on the mortgage, or
to otherwise protect Fannie Mae’s interests under the mortgage.

The subsidy provider also may have rights to remedy a borrower default.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Occupancy/Property Types, Continued

Properties with  Non-AUS, continued

Resale ¢ Rightsto Insurance Settlements and Condemnation Proceeds
Restrictions, e Fannie Mae must have first claim to insurance settlements and
continued condemnation proceeds.

o Default or Refinancing of Resale Restriction Loans

e The subsidy provider may retain the right of firstrefusal or option to purchase
a resale restricted property when the borrower is in default or the property is
in foreclosure.

e The terms of the right of first refusal or option to purchase must be specified
in the terms of the resale restrictions.

e The subsidy provider must exercise its right of first refusal or option to
purchase within 90 days of receiving notification of the borrower default or
the property foreclosure.

e The subsidy provider may permit borrowers to refinance their mortgage and
take cash out of the transaction. However, the resale restrictions may limit
the cash-out amount in order to protect the subsidy invested in the property.
Lenders must document that the subsidy provider has approved the
refinance transaction and should ensure that the cash-out amount complies
with the provisions of the specific resale restrictions.

¢ Notification to Third Parties

e Fannie Mae will purchase mortgages when the resale restrictions require the
servicer to notify a third party when the borrower is in default or the property
is in foreclosure.

e The servicer must ensure that proper notification is provided, as required in
the provisions of the resale restrictions.

¢ If notification requirements exist, the servicer is still responsible for adhering
to Fannie Mae’s established time frames within which routine foreclosures
must be completed.

e Third-party notifications required in addition to the required statutory
notifications will not be considered an impairment to the servicer’s ability to
foreclose.

e Mortgage Insurance
e If amortgage loan is subject to resale restrictions that survive foreclosure or
deed-in-lieu of foreclosure and mortgage insurance is required, the lender
must first contact its mortgage insurance provider and obtain confirmation
that the mortgage insurer is willing, on a program basis, to insure these
mortgages under the lender's master primary policy.

e Private Transfer Fee Covenants
e See the “Properties with Private Transfer Fee Covenants” topic outlined in
this document for guidance.

e Special Feature Code (SFC) Requirement

e Lendersmustreport SFC 631 when delivering mortgages secured by properties
with resale restrictions that survive foreclosure or deed-in-lieu of foreclosure.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Occupancy/Property Types, Continued

Properties with  Non-AUS, continued

Resale

Restrictions, e Massachusetts Resale Restriction Loan Eligibility Requirements
(continued) e Lender Eligibility

e Lenders may deliver mortgage loans in Massachusetts that are subject
to the Affordable Housing Restriction document without further approval
from Fannie Mae. This includes any federal, state, or local subsidy
program for properties located in Massachusetts.

e Use of the Affordable Housing Restriction document (copies of which
can be obtained from the Massachusetts Housing Finance Agency)
without modification, alteration or update, other than filling in the blanks
or checking boxes contained in the form, eliminates the need for the
lender to review the terms and conditions of the particular subsidy
program with respect to mortgage loans delivered to Fannie Mae
secured by properties in Massachusetts that are subject to resale
restriction.

e Loan Eligibility Requirements
e The Massachusetts Housing Finance Agency requires the use of an
Affordable Housing Restriction document in connection with mortgage
loans secured by properties in Massachusetts that are subject to resale
restrictions that survive foreclosure or deed-in-lieu of foreclosure in which
it will serve as lender or project administrator.

e Legal Considerations
e The Affordable Housing Restriction document provides for third-party
notification by the foreclosing servicer and provides for a 120-day time
period between notification of foreclosure to the municipality by the
foreclosing servicer and the completion of the repurchase of the property
by the municipality.
¢ While Fannie Mae’s standard guidelines require a 90-day time period for
notification, use of this instrument for mortgage loans subject to a resale
restriction secured by property in Massachusetts is acceptable without
further approval from Fannie Mae.
e Allotherapplicable requirements for resale restrictions continue to apply.

Fannie Mae DU

Follow DU requirements, which are the same as non-AUS guidelines, except as

outlined below:

e DU will issue a message that the lender must ensure that the loan meets all the
requirements for properties with resale restrictions, including property type,
amortization type, and loan purpose.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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investment property transactions. **

Occupancy/Property Types, Continued

Properties with Freddie Mac LPA

Resale Follow LPA requirements, which are as follows:
Restrictions, e General Requirements
continued e Overview

Mortgages secured by properties subjectto resale restrictions including, but
not limited to, income-based restrictions and age-based restrictions (such as
senior housing or units restricted to one or more occupants age 55 and over),
are eligible if the requirements of this section are met. The resale restrictions
mustbe in compliancewith all federal, state and local laws, rules and
regulations.

Community land trusts are not eligible.

e General Purchase Requirements for all Mortgages Secured by
Properties Subject to Resale Restrictions

The mortgages mustbe firstlien, conventional mortgages. Freddie Mac
purchase requirements including, butnotlimited to, all applicable
condominium projectand planned unitdevelopment (PUD) requirements
mustbe met.

The restrictions mustbe binding on currentand subsequentproperty owners,
andremainin effect(i.e., survive) until they are formally removed or modified,
or terminate automatically in accordance with theirterms, such as upon
completion of foreclosure or recordation of a deed-in-lieu of foreclosure and,
if necessary, upon recordation of the associated deed transferring the
property to Freddie Mac or third-party purchaser.

See “Special Requirements for all Mortgages Secured by Properties Subject
to Income-Based Resale Restrictions” presented below for specialadditional
requirements applicable to mortgages secured by properties subjectto
income-based resale restrictions.

e Length of Resale Restrictions; Effect of Foreclosure or Deed-in-Lieu of
Foreclosure

There are norestrictions on the length of the period in which the resale

restrictions may remain in place on the property.

A mortgage secured by a property subjectto a resale restrictionis eligible for

purchase if the resale restrictions:

e Survive conveyance of the subjectproperty following foreclosure or
recordation of a deed-in-lieu of foreclosure, or

e Terminate upon foreclosure (or expiration of any applicable redemption
period) or recordation of a deed-in-lieu of foreclosure.

If the resale restrictions survive foreclosure or recordation of a deed-in-lieu of

foreclosure, the subsidy provideris notentitled to obtain any proceeds from

the initial sale or transfer of the property after foreclosure or a deed-in-lieu of

foreclosure, from the foreclosing mortgage holder who obtained the property

at foreclosure or pursuantto a deed-in-lieu of foreclosure.

Whether the resale restrictions survive or terminate upon foreclosure or

recordation of a deed-in-lieu of foreclosure, once Freddie Mac has acquired

title to the property as an REO, the subsidy provideris not entitled to obtain

any "excess proceeds"from Freddie Mac's sale or transfer of the REO

property exceptas provided in the "Special Requirements for all Mortgages

Secured by Properties Subjectto Income-Based Resale Restrictions/ Excess

Proceeds” subsection presented below for mortgages secured by properties

subjectto income-based resale restrictions.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Occupancy/Property Types, Continued

Properties with Freddie Mac LPA, continued

Resale
Restrictions,
continued

o Whetherthe resale restrictions survive orterminate upon foreclosure or
recordation of a deed-in-lieu of foreclosure, once Freddie Mac has acquired
title to the property asan REO, the subsidy provideris not entitled to obtain
any "excess proceeds"from Freddie Mac's sale or transfer of the REO
property exceptas provided in the "Special Requirements for all Mortgages
Secured by Properties Subjectto Income-Based Resale Restrictions/
Excess Proceeds” subsection presented below for mortgages secured by
properties subjectto income-based resale restrictions.

Public Land Records

e The termsofthe resale restrictions mustappearin the publicland records
forthe propertyina mannerdiscoverable by aroutine title search.

Right of First Refusal

e For properties subjectto resale restrictions, any right of firstrefusal must
runto:
e The enabling authority orjurisdiction thatimposed the resale

restrictions, or

e The subsidy provider or program administrator

« Whena mortgage secured by aresale-restricted property isin foreclosure
and/or subjectto an approved shortsale, the right of firstrefusal musthave
a time period notexceeding 120 days from the date of written notice to the
parties to which the notice runsthat the resale restricted property is being
offered for sale.

Payment of Financial Obligations

e Anyrequirementincluded in amortgage, deed covenantor any other
agreementexecuted by or on behalf of the owner of the property requiring
the owner of the property to make payments under certain circumstances
or requiring repayment of financial subsidies must state that the payment
obligation is subordinate to the lien of the first lien mortgage.

Private Transfer Fee Covenants
o See the “Properties with Private Transfer Fee Covenants” topic
outlined in this document for guidance.

Appraisal Requirements for Properties Subject to Resale Restrictions
e The appraisal report must note the existence of any resale restrictions.
Additionally, the appraisal mustinclude an analysis thataddresses any
impactthe resale restrictions have on the property's value or marketability.
e Resale Restrictions Survive Foreclosure or Recordation of a
Deed-in-Lieu of Foreclosure
e Whenthe resale restrictions survive foreclosure orrecordation of a
deed-in-lieu of foreclosure, the appraisal mustreflectthe impact
the restrictions have on the subjectproperty's value and when
available, be supported by comparable sales with similar
restrictions.
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Occupancy/Property Types, Continued

Properties with Freddie Mac LPA, continued

Resale
Restrictions,
continued

If recent comparable sales with similar resale restrictions are
not available in the subject neighborhood, the appraiser should
then use similarly restricted older comparable sales from the
subject neighborhood or consider recent and older similarly
restricted sales from competing neighborhoods as comparable
sales or as supporting market data. When comparable sales
with similar resale restrictions are not available, the appraiser
may use comparable sales with different resale restrictions or
comparable sales without resale restrictions as long as the
appraiser can justify and support their use in the appraisal
report.

Resale Restrictions Terminate Upon Foreclosure (or
Expiration of any Applicable Redemption Period) or
Recordation of a Deed-in-Lieu of Foreclosure

When the resale restrictions terminate upon foreclosure (or
expiration of any applicable redemption period) or recordation
of a deed-in-lieu of foreclosure, the appraisal must reflect the
market value of the property without resale restrictions by using
comparable sales that are not resale restricted.

The lender, or any third party authorized by the lender, must

ensure that the borrower and appraiser are aware of the resale

restrictions and must advise the appraiser that he or she must
include the following statement in the appraisal report:

e "This appraisal is made on the basis of a hypothetical
condition that the property rights being appraised are
without resale and other restrictions that are terminated
automatically upon the latter of foreclosure or the expiration
of any applicable redemption period, or upon recordation of
a deed-in-lieu of foreclosure."”

Value and Calculation of Loan-to-Value (LTV), Total LTV (TLTV) and

Home Equity Line of Credit (HELOC) TLTV (HTLTV) Ratios

e Resale Restrictions Survive Foreclosure or Recordation of a Deed-
in-Lieu of Foreclosure

For a purchase transaction, "value" is the lesser of the appraised

value of the mortgaged premises on the note date or the purchase

price of the mortgaged premises, and

For arefinance transaction, "value" is the appraised value.

¢ Resale Restrictions Terminate Upon Foreclosure (or Expiration of
any Applicable Redemption Period) or Recordation of a Deed-in-
Lieu of Foreclosure

For purchase and refinance transactions, value is the appraised

value of the property without resale restrictions as determined in

accordance with the requirements previously outlined in the

“Appraisal Requirements for Properties Subject to Resale

Restrictions” subsection above.
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Occupancy/Property Types, Continued

Properties with Freddie Mac LPA, continued
Submission to Loan Product Advisor® (Purchase Transactions)

Resale .
Restrictions,
continued

When submitting a purchase transaction mortgage secured by property
subject to resale restrictions that terminate upon foreclosure or
recordation of a deed-in-lieu of foreclosure, the lender must enter the
appraised value in the purchase price field and the appraised value
field.

Truist Note: For purchase transaction mortgages secured by property
subjectto resale restrictions that terminate upon foreclosure or recordation
of a deed-in-lieuof foreclosure, the appraised value mustalso be entered
in the BOTH the purchase price field and the appraised valuefield on Truist
systems. The actual sales price is not required to be entered on Truist
systemsor in LPA forthese purchase transactions.

e Special Requirements for all Mortgages Secured by Properties Subject to
Income-Based Resale Restrictions
Overview

Mortgages secured by properties subjectto income-based resale
restrictions mustmeetthe requirements of this section in addition to the
“General Requirements” outlined above. Formortgages secured by
income-based resale restricted properties with Affordable Seconds used to
subsidize the sales price of such properties, the requirements outlined in
the “Community Seconds® (Fannie Mae) / Affordable Seconds® (Freddie
Mac)’subtopic previously presented in this document, also apply.
Affordable housing programs use income-based resale restrictions to
create affordable housing opportunities. These affordable housing
programs are often based on state or local inclusionary housing policies,
which typically require a specified number or percentage of propertiesin a
designated area to be dedicated as housing individuals and households
with very low, low- or moderate-incomes. These resale restrictions are
typically administered by a subsidy provider or program administrator. The
lender mustreview the terms and conditions of the affordable housing
program including, butnot limited to, any provisions thatdescribe the
resale restrictions.

The income-based resale restrictions restrict the initial sales price and
subsequentresale price of properties subjectto such restrictions. The
resale restricted price provides a form of subsidy to the homebuyerin an
amountequal to the difference between the sales price and the market
value of the property withoutresale restrictions. The restrictions mustbe
stated in a separate covenant, restriction, easement, or condition in a deed
or otherinstrumentexecuted by or on behalf of the owner of the land or
property and mustbe recorded againstthatland or property. These
restrictions may be in effectfora certain number of years or continue in

perpetuity.

Property Type and Occupancy

The mortgage must be secured by a 1-unit primary residence that is not
a manufactured home. The property must be an attached or detached
dwelling unit located on an individual lot or in a condominium project or
planned unit development (PUD).
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Occupancy/Property Types, Continued

Properties with Freddie Mac LPA, continued

Resale .
Restrictions,
continued

Special Requirements for Cash-out Refinance Mortgages

e Cash-out refinance mortgages are only permitted if the subsidy provider
or program administrator approves the transaction and the transaction
meets the requirements of the applicable program. The mortgage file
must contain evidence of the required approval and the approved
amount of the proceeds that the borrower may receive.

Ineligible Mortgages

e The following mortgages are ineligible for purchase if the property
securing the mortgage is subject to income-based restrictions
e Construction Conversion and Renovation Mortgages
e CHOICERenovation® Mortgages
e GreenCHOICE Mortgages®V

e Additionally, financed permanent buydown mortgages are not eligible
for purchaseif the property securing the mortgage is subject to income-
based resale restrictions that terminate upon foreclosure (or expiration
of any applicable redemption period) or recordation of a deed-in-lieu of
foreclosure and property value is determined in accordance with the
“Appraisal Requirements for Properties with Resale Restrictions”
subsection outlined above.

Minimum Down Payment Requirements

e Formortgages secured by properties subject to income-based resale
restrictions, minimum down payment requirements are based on the
resale-restricted price.

EligibleBorrowers
e Borrowers must meet the program eligibility requirements established
by the subsidy provider or program ad ministrator.

Resale Restriction Controls
e The resale restriction controls must be administered by the subsidy
provider or a program administrator.

Excess Proceeds

e If the income-based resale restrictions survive foreclosure or recordation of
a deed-in-lieu of foreclosure, the subsidy provider may be entitled to obtain
"excess proceeds" (not to exceed an amountequal to the subsidy provided
to the previous property owner by the subsidy provider and secured by a
subordinate lien) from Freddie Mac's sale or transfer of the REO property if
the resale restrictions allow a foreclosing mortgage holder, who acquires
title to a restricted property as real estate owned, to recover from the initial
sale or transfer of the real estate owned property an amountsatisfying the
total indebtedness previously secured by the property, as well as any
amountincurred duringthe real estate owned holding period attributable to
the real estate owned property.

Note: The subsidy provider may be entitled to obtain proceeds from
any future sale(s) or transfer(s) of the property following Freddie Mac's
sale or transfer of the REO property.
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Occupancy/Property Types, Continued

Properties with Freddie Mac LPA, continued
Resale
Restrictions, e Additional Requirements for Subsidy Providers and Program
continued Administrators
e By delivery of a mortgage originated under the provisions of this
section, the lender/Servicer represents and warrants that the following
requirements are met:

e The subsidy provider is, or is managed by, or is housed within, a
state or local government, a government sponsored program or a
non-profit corporation that is legally chartered in the state in which it
is located and has a 501(c)3 tax exemption from the IRS. The
subsidy provider may employ a third-party non-profit or, as allowed
by the applicable jurisdiction, a for-profit corporation, as a program
administrator to manage the affordable housing program, its resale
restrictions and controls.

e The resale restrictions are imposed by state or local governments,
municipalities or nonprofit entities, to create and preserve
affordable housing (including entities administering governmental
sponsored subsidy programs)

e The subsidy provider or program administrator provides home
counseling services or has established partnerships with at least
one organization that does

e The subsidy provider or program administrator has established
procedures for screening, processing applicants and approving
transactions (when applicable, i.e., cash-out refinance transactions)

e The subsidy provider or program administrator has procedures to
approve capital improvements on the property and guidelines to
allow the borrower to receive credit for any costs of capital
improvements paid by the borrower that are eligible by the subsidy
provider's program

e Special Feature Code (SFC) Requirements
e Use SFC 630 to identify a mortgage secured by a property with
income-based resale restrictions that terminate upon foreclosure or
recordation of a deed-in-lieu of foreclosure.
e Use SFC 631 to identify a mortgage secured by a property with
income-based resale restrictions that survive foreclosure or
recordation of a deed-in-lieu of foreclosure.
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Occupancy/Property Types, Continued

Properties with Non-AUS

Solar Panels .

The ownership and debt financing structures commonly found with solar panels
are key to determining whether the panels are third-party owned, personal
property of the homeowner, or a fixture to the real estate. Common ownership or
financing structures include:
e borrower-owned panels,
e leasing agreements,
e separately financed solar panels (where the panels serve as collateral for
debt distinct from any existing mortgage); or
e power purchase agreements.
Fannie Mae will purchase or securitize a mortgage loan on a property with solar
panels. If the borroweris, or will be, the owner of the solar panels (meaning the
panelswere a cash purchase, were included in the home purchase price, were
otherwise financed and repaid in full, or are secured by the existing firstmortgage),
standard requirements apply (for example, appraisal, insurance, and title).
Properties with solar panels and other energy efficientitems financed with a PACE
loan are not eligible for delivery to Fannie Mae if the PACE loanis not paidin full
priorto or at closing. See the “Property Assessed Clean Energy (PACE) Loans”
subtopic subsequently presented in this documentfor additional information.
Lenders are responsible for determining the ownershipand any financing structure of
the subjectproperty’s solar panelsin orderto properly underwrite the loan and
maintain firstlien position of the mortgage. When financing is involved, lenders may
be able to make this determination by evaluating the borrower’s credit reportfor
solar-related debtand by asking the borrower for a copy of all related documentation
forthe loan. The lender mustalso review the title report to determine if the related
debtis reflected in the land records associated with the subject property. If
insufficientdocumentation is available and the ownership status of the panelsis
unclear, no value for the panels may be attributed to the property value on the
appraisal unless the lender obtains a UCC “personal property” search thatconfirms
the solarpanelsare notclaimed as collateral by any non-mortgage lender.

Note: A Uniform Commercial Code (UCC) financing statementthatcovers personal
property and is not intended as a “fixture filing” must be filed in the office identified in
the relevantstate’s adopted version of the UCC.

Lenders are responsible for ensuring the appraiser has accurate information
about the ownership structure of the solar panels and that the appraisal
appropriately addresses any impact to the property’s value. Separately financed
solar panels must not contribute to the value of the property unless the related
documents indicate the panels cannot be repossessed in the event of default on
the associated financing. Any contributory value for owned or financed solar
panels must comply with “Energy Efficiency Improvements” guidance outlined in
the “Appraisal Analysis: Agency Loan Programs / Improvements Section of the
Appraisal Report” topic/subtopic presented in Section 1.07: Appraisal Guidelines
of the Correspondent Seller Guide.

The following table summarizes some of the specific underwriting criteria that
must be applied depending onthe details of any non-mortgage financing for the
solar panels.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Occupancy/Property Types, Continued

Properties with  Non-AUS, continued

If the solar panels are... Then the lender must...

Solar Panels,
(continued)

Financed and collateralized --
the solar panels are collateral for
the separate debt used to
purchasethepanels, but they
are a fixture to the real estate
because a UCC fixture filing?®
has been filed forthe panelsin
the real estate records

Obtain and review the creditreport, title report,
appraisal, and/or UCC fixture filing?, related
promissory note and related security
agreement that reflect theterms ofthe secured
loan;

Includethe debt obligationin the DTl ratio
calculation;

Provided thatthe panels cannotbe
repossessed for defaulton the financing terms,
instructthe appraiserto consider the solar
panelsin thevalue ofthe property (based on
standard appraisal requirements); and
Includethesolar panelsin other debt secured
by the real estate in the TLTV ratio calculation
because a UCC fixture filinglis ofrecord in the
land records.

Note: If a UCC fixturefilinglisintheland
records as a priority senior to the mortgage
loan, itmust be subordinated.

Financed and collateralized --
the solar panels arereported to
be collateral for separate (non-
mortgage) debtused to
purchasethepanels, but do not
appear on the titlereport

Obtain and review documentation sufficientto
confirmthe terms of the secured loan (such as
copies ofthecreditreport, tittereport,any UCC
financing statement, related promissorynote or
related security agreement);

Includethedebt obligationin the DTl ratio
calculation;

Instructthe appraiser notto provide
contributory value ofthe solar panels towards
the appraised value because the panels are
collateral for another debt;

Notincludethe panelsintheLTV ratio
calculation; and

Notincludethe debtin the other debt secured
by the real estate in the TLTV ratio calculation
sincethe security agreement orany UCC
financing statementtreat the panels as
personal property not affixed to the home.

mortgage.

1 A fixture filing is aUCC-1 financing statement authorized and made in accordance
with the UCC adopted in the state in which the related real property is located. Itcovers
property thatis, or will be, affixed to improvements to such real property. ltcontains
both a description ofthe collateral thatis, oris to be, affixed to that such property, and
adescriptionofsuch real property. Itis filed in the same office that mortgages are
recorded under the law of the state in which thereal property is located. Filing inthe
land records provides notice to third parties, includingtitleinsurance companies, ofthe
existence and perfection of asecurity interestin the fixture. If properly filed, the security
interestin the described fixture has priorityover the lien of a subsequently recorded
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Occupancy/Property Types, Continued

Properties with  Non-AUS, continued

Solar Panels,

(continued) e If the solar panels are leased from or owned by a third party under a power purchase
agreementor other similarlease arrangement, the following requirements apply
(whetherto the original agreementor as subsequently amended).

The lender mustobtain and review copies of the lease or power purchase

agreement.

The monthly lease paymentmustbe included in the debt-to-income (DTI) ratio

calculation unless the lease is structured to:

e provide delivery of a specificamountof energy atafixed paymentduring a
given period, and

¢ have a production guaranteethat compensates the borrower on a prorated
basisin the event the solar panelsfail to meetthe energy outputrequired for
in the lease for that period.

Payments under power purchase agreements where the paymentis calculated
solely based on the energy produced may be excluded from the DTl ratio.

The value of the solar panels cannotbe included in the appraised value of the
property.

The value of the solar panels mustnot be included inthe LTV ratio calculation,
evenif a precautionary UCC filing isrecorded becausethe documented lease or
power purchase agreement status takes priority.

Note: A “precautionary” UCCfiling is one thatlessors often file to put third parties
on notice of their claimed ownership interestin the property described in it. When
the only property described in the UCC filing as collateral is the solar equipment
covered by the lease or power purchase agreement, and notthe home or
underlying land, such a precautionary UCC filingis acceptable (and a minor
impedimentto title), as long as the loan is underwritten in accordance with this
topic.

The value of the solar panels mustnot be included in other debtsecured by real
estate inthe TLTV ratio calculation because the documented lease or power
purchase agreementstatus takes priority.

The property mustmaintain access to an alternate source of electric power that

meets community standards.

The lease or power purchase agreementmustindicate that:

e anydamage thatoccurs as a resultof installation, malfunction, manufacturing
defect, or the removal of the solar panelsis the responsibility of the owner of
the equipmentand the owner mustbe obligated to repairthe damage and
return the improvements to their original or prior condition (for example,
sound and watertight conditions that are architecturally consistent with the
home),

e the ownerof the solar panels agrees notto be named loss payee (or named
insured) on the property owner’s property insurance policy covering the
residential structure on which the panels are attached. As an alternative to
this requirement, the lender may verify thatthe owner of the solarpanelsis
nota named loss payee (ornamed insured) on the property owner’s property
insurance policy; and
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Occupancy/Property Types, Continued

Properties with  Non-AUS, continued

Solar Panels,
(continued)

in the event of foreclosure, the lender or assignee has the discretion to:

e terminate the lease/agreement and require the third-party owner to
remove the equipment,

e become, without payment of any transfer or similar fee, the beneficiary of
the borrower’s lease/agreement with the third party, or

e enterinto a new lease/agreement with the third party, under terms no less

favorable than the prior owner.

e Any exceptions to coverage on the title insurance policy for recorded
instruments relating to the solar panels must comply with standard title
insurance requirements (as outlined in Section 1.16: Title Insurance of
the Correspondent Seller Guide).

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines

Freddie Mac LPA
Follow LPA requirements, which are as follows:

Freddie Mac purchases mortgages secured by properties with solar panels. When
considering properties with solar panels, lenders must take into consideration
ownership of the solar panels and any liens upon the property relating to debt or
lease payments used to obtain the solar panels. For example, solar panels not
owned by the borrower can be financed via several types of agreements such as
lease agreements or a power purchase agreement (PPA). Lenders must review
any UCC-1 Financing Statement or lease agreement associated with the solar
panels to determine if liens are against the real estate or against the solar panels
themselves.

The property must maintain access to electrical utilities consistent with community
standards.

Lenders must adhere to the following requirements when solar panels are present
on the mortgaged premises based on whether the solar panels are leased,
financed, or owned:
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Occupancy/Property Types, Continued

Properties with  Freddie Mac LPA, continued

Solar Panels,

(continued) Solar Solar Solar Solar Solar
Power Panel Panels Panel Panels
Purchase Lease Financed  Financed Owned Free
Agreement as asa and Clear
(PPA) Personal Fixture to

Property Real Estate
Description The The The borrower owns the | Borrower
borrower borrower | solarpanels, ownsthe
purchases | doesnot | purchased thesolar solar
power own the panels with a panels and
produced | solar note/security hasno
by the panels agreement and is related
solar and the entitled to power debt.
panels, borrower | produced by the
and the pays panels.
borrower monthly
isnotthe lease
owner of payment
the solar s to have
panels. access to
the solar
panels.
UCC-1 Financing Statement or uUcCcC-1 There must
lease agreement associated with Financing | be no
the solar panelsrecorded in the Statement | UCC-1
applicableland records and recorded Financing
claiming an interestin the solar against Statement
panels but notthe real estate; the titte tothe | ornotice
lender does notneed to obtain a mortgaged | recorded
subordination agreementofthe premises, | againstthe
UCC-1 Financing Statement. creatinga | mortgage
lien onthe | premises.
real estate
itself(i.e., | Inthe
claiming event there
an interest | isa UCC-1
in both the | Financing
solar Statement,
panels it must be
and the released.
real
estate, not
justthe
solar
panels);it
must be
subordinat
ed or
released.
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Occupancy/Property Types, Continued

Properties with  Freddie Mac LPA, continued

Solar Panels,
(continued)

Appraisal

Solar
Panel
Lease

Solar
Power
Purchase

Agreement
(PPA)

The solar panels mustnotbe The solar | Thelender

included in the appraised value of panels must

the property. must not ensure the
be appraiser

The appraiser mustcommenton included in | has

the marketability of the home with the recognized

solar panels presentand identify appraised | the

solar panels and system features. value of existence
the of thesolar
property if | panelsand
the lender | considered
may the solar
repossess | panelsin
the solar the
panelsfor | appraiser’s
defaulton | opinionof
the the market
financing | value of
terms. the

property.

Solar
Panels
Financed
S
Personal
Property

Solar
Panel
Financed
as a
Fixture to

Real Estate

Solar
Panels
Owned Free
and Clear
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Occupancy/Property Types, Continued

Properties with  Freddie Mac LPA, continued

Solar Panels,
(continued)

Solar Solar
Power Panel
Purchase Lease
Agreement

(PPA)

income (DTI

Lease payments
for solar panels
may be excluded
from the monthly
DTl ratio if the
lease:

e Providesfor
delivery ofa
specific
amount of
energy foran
agreed upon
payment
during agiven
period, and

e Includesa
production
guarantee
under which
the borrower
is
compensated
on a prorated
basis when
the energy
produced by
the solar
panelsisless
than the level
required by
the lease
agreement

Payments for

solar panels

subject to a PPA
or similar type of
agreement may
be excluded from
the monthly DTI
ratio if the
paymentis
calculated based
onlyonthe

generated energy.

Solar
Panels
Financed
as
Personal
Property
Payment
to solar
company
orlender
is
included
inthe
DTI ratio

Solar Solar
Panel Panels
Financed Owned Free
as a and Clear
Fixture to

Real Estate

Payment N/A —no
to solar payment
company | required
orlender

isincluded

inthe DTI

ratio
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Occupancy/Property Types, Continued

Properties with  Freddie Mac LPA, continued
Solar Panels,
(continued) Solar Solar Solar Solar Solar

Power Panel Panels Panel Panels
Purchase Lease Financed Financed Owned Free

Agreement as asa and Clear
(PPA) Personal Fixture to

Property Real Estate
Included inthe TLTV
ratio

Total loan- Notincludedin the
to-value TLTV ratio
(TLTV) ratio

Obtain a Damage that occurs as a result ofinstallation, N/A
copy of the malfunction, or theremoval ofthe solar panelsis
lease, PPA the responsibility of the owner ofthe equipment.
(o] The owner must be obligated to repair the
WA damage and return the improvements to their
agreement originalor prior condition.

In the event of foreclosure, the lender may:

e Terminate the lease agreementor PPA and
requirethe owner ofthe equipmentto
remove the panels and supporting
equipment

e Become the beneficiary ofthe borrower’s
lease agreement or PPA withoutincurring a
transfer fee; or

e Enterinto a newlease agreement or PPA
with the owner ofthe equipmentunder terms
no less favorable than the existing lease
agreement or PPA

eI CVAETEES The owner ofthe solar panels agreesto notbe a | N/A
s Insurance loss payee (ornamed insured) on the
homeowner’s insurance policy covering the
property.

e Any title insurance policy exceptions due to the existence of the lease
agreement, PPA or similar type of agreement must comply with the
following guidance:

e Exceptions for liens and leases, including UCC-1 Financing
Statements, for solar panels are acceptable provided the exception is
foralien orlease thatlists only the solar panels as the collateral.
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Occupancy/Property Types, Continued

Properties With  Non-AUS

Two or More °
Parcels .

Each parcel must be conveyed in its entirety.

Parcels must be adjoined to the other, unless they comply with the following
exception. Parcels that otherwise would be adjoined, but are divided by a road,
are acceptable if the parcel without a residence is a non-buildable lot (for
example, waterfront properties where the parcel without the residence provides
access to the water). Evidence that the lotis non-buildable must be included in
the loan file.

Each parcel must have the same basic zoning (for example, residential,
agricultural).

The entire property may contain only one residential dwelling unit. Limited
additional non-residential improvements, such as a garage, are acceptable. For
example, the adjoining parcel may not have an additional dwelling unit. An
improvement that has beenbuilt across lot lines is acceptable. For example, a
home built across both parcels where the lot line runs under the home is
acceptable.

The mortgage must be a valid first lien that covers each parcel.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Reference: See “Additional Parcels” in the “Site Section of the Appraisal Report”
subtopic within the “Appraisal Analysis: Agency Loan Programs” topic presented in

Section 1.07: Appraisal Guidelines of the Correspondent Seller Guide for additional
information).
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Occupancy/Property Types, Continued

Rural
Properties

Group Homes

Reference: See the following subtopics within the “Appraisal Analysis: Agency Loan
Programs” topic in Section 1.07: Appraisal Guidelines of the Correspondent Seller
Guide for specific rural properties guidance:

e Review of the Appraisal Report

¢ Neighborhood Section of the Appraisal Report

¢ Improvements Section of the Appraisal Report

e Comparable Sales

Non-AUS
e A group home is a residential structure utilized for occupancy by persons with
disabilities.

e If aproperty isused as a group home, and a natural-person individual occupies
the property as a primary residence or as a second home, Fannie Mae’s terms
and conditions for such occupancy status as provided will be applicable.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LP

Mortgages secured by a group home are acceptable provided that:

e the borrower on the mortgage is an individual or individuals and is nota
corporation or a partnership and no party that is not an individual has an
ownership interestin the property; and

e the mortgage meets all other eligibility requirements for the transaction type.
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Occupancy/Property Types, Continued

Ineligible Non-AUS
Properties Ineligible property types include the following:

Agricultural properties, such as farms or ranches

Bed and breakfast properties

Boarding houses

Community Land Trusts

Condominium hotels or condotels

Co-ops

Georgia Power Leaseholds

Indian lands that are leasehold estates

Investment properties

Land development properties

Manufactured housing, including manufactured home accessory dwelling units
Non-warrantable condominium projects

Properties that are not secured by real estate such as, houseboats, boat slips,
timeshares, and other forms of property that are not real estate

Properties that are not readily accessible by roads that meet local standards
Properties that are not suitable for year-round occupancy regardless of location
Second homes

Vacant land

Fannie Mae DU
Follow DU requirements, which are as follows:

Ineligible property types include the following:

e Agricultural properties, such as farms or ranches

Bed and breakfast properties

Boarding houses

Community Land Trusts

Condominium hotels or condotels

Co-ops

Georgia Power Leaseholds

Land development properties

Non-warrantable condominium projects

Propertiesthat are not secured by real estatesuch as, houseboats, boat slips,

timeshares, and other forms of property that are not real estate

Properties that are not readily accessible by roads that meet local standards

Properties that are not suitable for year-round occupancy regardless of

location

e Vacantland

The following additional ineligible property type applies:

¢ Indian lands that are leasehold estates, and

¢ Manufactured housing, including manufactured home accessory dwelling
units.
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Occupancy/Property Types, Continued

Ineligible Freddie Mac LPA
Properties, Follow LPA requirements, which are as follows:
continued ¢ Ineligible property types include the following:
e Community Land Trusts
Co-ops,
Georgia Power Leaseholds
Houseboat projects
Land development properties,
Properties that do not have legal access (ingress and egress)
Properties that are not suitable for year-round occupancy regardless of
location
Properties used primarily for agriculture or farming
Properties used primarily for commercial enterprises (including, but not
limited to, bed and breakfasts, boarding houses, condominium hotels and
units located in a PUD operating as a hotel or similar type of transient
housing that includes hotel type services and characteristics)
e Timeshare or segmented ownership projects
e Vacant orundeveloped land
* The following additional ineligible property type applies:
* Indian lands that are leasehold estates, and
* Manufactured housing (including manufactured home accessory units)
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Eligible Borrowers

Permanent The following table shows information on permanent resident aliens.
Resident Aliens

Non-AUS Loans Fannie Mae DU Freddie Mac LP
“Approve/Eligible “Accept/Eligible
” Loans ” Loans
e A permanent resident alien is an individual who is lawfully | Non-AUS Non-AUS
accorded the privilege of residing permanentlyinthe United | guidelines apply. guidelines apply.
States.

e The following documentation is acceptable:

e USCIS Form I-551, Alien Registration Receipt (“green
card”), with an unexpired date on the front,

e USCIS Form [-551, Conditional Alien Registration
Receipt, with an unexpired USCIS I-751, or

e Unexpired passport with an unexpired stamp reading
“Processed for I-551. Temporary Evidence of Lawful
Admissionfor Permanent Residence. Valid until [date].
Employment authorized.”

Note: A “green card” that has no expiration date (issued
between March 1977 and January 1987) is acceptable with
no additional requirements.

e If the “green card” will expire within six (6) months after
closing, the borrower must provide the following:
e Copy of filed USCIS I-90 Application to Replace
Permanent Resident Card, and
¢ Receipt Notice (USCIS I-797 Notice of Action) for
the 1-90.
e Borrowers with a Conditional Green card (issued for
two [2] years cannotapply for renewal earlier than three
(3) months prior to expiration date. One of the following
forms (USCIS I-751 or I-829) must be filed before loan
application can proceed:
e [|-751 Petition to Remove Conditions of Residence
(green card by marriage)
e |-829 Petition by Entrepreneur to Remove
Conditions
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Eligible Borrowers, Continued

Permanent Resident Aliens, (continued)

Non-AUS Loans Fannie Mae DU Freddie Mac LP

“Approve/Eligible “Accept/Eligible
” Loans ” Loans
Refugees and others seeking political asylum who are | Non-AUS Non-AUS

immigrating to and seeking permanent residency in, the | guidelines apply. guidelines apply.
United States are also classified as a permanent resident
alien. Typically, these types of borrowers are NOT able to
produce the standard permanent resident alien
documentation outlined above. Therefore, documentation
requirements for refugee (or others seeking political
asylum) include the following:

e the borrower must have an acceptable 2 year credit, 2
year employmentand 2 year residency history in the
U.S., and

e writtendocumentationmustbe provided evidencing the
borrower is legally allowed to work in the U.S.

e Eachborrower on the loan transaction must have a valid
social security number.

e Truist does not allow the use of an Individual Tax
Identification Number (ITIN) in lieu of a valid SSN. An
ITIN is a nine digit number, beginning with the number
9, issued by the IRS for tax reporting purposes to non-
U.S. citizens who are not eligible to obtain an SSN.

Non-Permanent Reference: See General Section 1.24: Non-Permanent Resident Alien Requirements of
Resident Aliens  the CorrespondentSeller Guide forinformation on Non-Permanent Resident Aliens.

Note: The term “non-permanentresidentalien” is referred to as a “non-U.S. citizen” in DU
messages.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Borrowers, Continued

Homeownership Non-AUS
Education and e Overview

Housing .
Counseling

Fannie Mae believes that credit and underwriting guidelines alone are not
always enough to assess a borrower’s readiness for homeownership. High-
guality homeownership education and housing counseling can provide the
borrower with the additional information and resources to make infomed
decisions that support long-term homeownership sustainability. Fannie Mae
requires programs that are aligned with the National Industry Standards (NIS)
for Homeownership Education and Counseling or the U.S. Department of
Housing and Urban Development (HUD) Counseling Program, or provided by
a HUD-approved counseling agency.

e Compliance With Law

All education, collection, and counseling efforts must comply with the
requirements of applicable federal and state laws, including the Equal Credit
Opportunity Act, the Fair Debt Collections Practices Act, and the Fair Credit
Reporting Act.

e Definitions

The following definitions apply to these requirements:

e Homeownership Education: Education with an established curriculum
and instructionalgoals, provided in agroup, classroomsetting, or via other
formats, that covers homeownership topics such as the home-buying
process, how to maintain a home, budgeting, and the importance of good
credit.

e Housing Counseling: One-on-one assistance that addresses unique
financial circumstances and housing issues, and focuses on overcoming
specific obstacles to achieve housing goals. Counseling includes topics
such as repairing credit, locating cash for a down payment, recognizing
predatory lending practices, understanding fair lending and fair housing
requirements, avoiding foreclosure, and resolving a financial crisis. All
housing counseling involves the creation of a budget and a written action
plan, and includes a homeownership education component.

e Transactions that Require Homeownership Education

For the following standard Agency transactions, at least one borrower on the

loan must complete homeownership education prior to loan closing:

o if all borrowers on the loan are relying solely on nontraditional credit to
gualify, regardless of the loan product or whether the borrowers are first-
time homebuyers; or

e purchase transactions with LTV, TLTV, or HTLTV ratios greater than
95%, when all borrowers are first-time homebuyers.

Note: The requirements that apply to purchases also apply to construction-
to-permanent transactions that are processed as a purchase.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Borrowers, Continued

Homeownership Non-AUS, continued

Education and
Housing .
Counseling,
(continued)

Meeting the Homeownership Education Requirement

To satisfy the homeownership education requirement, Fannie Mae permits
any qualified third-party provider, independent of the lender, to administer
homeownership education. The provider's content must be aligned with NIS
or HUD standards. The education may be delivered in various formats (in-
person, Internet, telephone, or a hybrid format). In lieu of homeownership
education, the borrower may receive housing counseling.

The lender must confirm the course content is aligned with NIS or HUD
standards and must retain a copy of the certificate of course completion in
the loan file.

Housing Counseling

Housing counseling must be provided by a HUD -approved agency and meet
HUD standards for the delivery of this service. The following requirements
apply when counseling is obtained to satisfy the homeowner education
requirement:

o If aborrower opts to work with a housing counselor, completion of
housing counseling prior to closing will satisfy Fannie Mae’s
homeownership education requirement. The lender must retain a copy of
the certificate of course completion in the loan file.

e Forborrowers who complete housing counseling prior to the execution of
the sales contract, the requirements of the counseling are described in
the Certificate of Completion of Housing Counseling (Fannie Mae Form
1017). This form must be signed by the counseling recipient (the
borrower) and the HUD counselor if the counseling is obtained prior to
the sales contract. The lender must retain a copy of the formin the loan
file.

Note: References to the use of a HUD-approved agency include affiliated
agencies (as defined in the HUD Housing Counseling Program Handbook)
participating in a HUD program through a HUD -approved intermediary or
State Housing Finance Agency.

Additional Resources

Fannie Mae provides additional resources to lenders, borrowers, and
nonprofit agencies in support of homeownership education and housing
counseling on its website.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Borrowers, Continued

Homeownershi Non-AUS, continued

gn%dﬁgﬁtsl?nng e Summary of Homeownership Education and Housing Counseling Options
Coun_sellng, Homeownership Education Housing Counseling
(continued) Eligible e Any qualified third-party provider, | HUD-approved Agency
Provider independent of the lender; which can
include a mortgage insurance company
(without regard to whether they provide
mortgage insurance coverage for the
particular transaction)
e Education course provided by a
Community Seconds or other down
payment assistance program provider,
where the program requires
homeownership education or counseling
provided by a HUD-approved agency
Course Course content must align with NIS or HUD | Course content must
Content standards align with HUD
standards
Method of Any method offered by an eligible provider Any method offered
Delivery per HUD standards
Date Required Priorto loan closing Priorto loan closing
for Completion
Required Certificate of course completion fromthe If after execution ofthe
Documentation | provider sales contract but prior
to closing, certificate of
course completion from
the provider.
If prior to execution of
the sales contract,
Certificate of
Completion of Housing
Counseling (Fannie
Mae Form1017)
signed by both the
counselingrecipient
(borrower) and the
HUD counselor.
Fannie Mae DU
e For standard Agency transactions, follow DU requirements, which are the same as
non-AUS guidelines outlined above.
e For Agency Plus and Agency Plus Select transactions, homeownership educaton
and housing counseling is notrequired.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and

COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Borrowers, Continued

Homeownership Freddie Mac LPA
Education and Follow LPA requirements, which are as follows:

Housing e General Requirements

Counseling, .
(continued)

For standard Agency transactions, at least one borrower must participate

in a homeownership education program before the note date, in each of

the following instances:

e For purchase transactions with an LTV, TLTV, and/or HTLTV ratio
greater than 95% when all borrowers are first-time homebuyers, or

e Forany transaction when the credit reputation for all borrowers is
established using only noncredit payment references.

For Agency Plus and Agency Plus Select transactions, homeownership

education and housing counseling is not required.

Acceptable Education Providers and Format

¢ Homeownership education must not be provided by an interested
party to the transaction, the originating lender or by the lender selling
the loan to Freddie Mac.

o Homeownership Education Programs
¢ Homeownership education programs may use different formats

and require different lengths of time to complete. The following are

acceptable:

o Programs provided by mortgage insurance companies, HUD-
approved counseling agencies, Housing Finance Agencies
(HFAs) or Community Development Financial Institutions
(CDFlIs)

e Programs that meet the standards of the National Industry
Standards for Homeownership Education and Counseling
(www.homeownershipstandards.com)

e Homeownership Education Program Alternative
¢ As an alternative to the programs listed above, Freddie Mac's free
homeownership education curriculum, CreditSmart® Homebuyer
U, meets the homeownership education requirements.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Borrowers, Continued

Homeownershi Freddie Mac LPA, continued

p Education e Documentation

and Housing e A copy of Freddie Mac’s Exhibit 20, Homeownership Education
Counseling, Certification (see below), or another document (such as the CreditSmart®
(continued) Homebuyer U certificate of completion) containing comparable information

must be retained in the mortgage file.
Exhibit 20: Homeownership Education Certification

Borrower's Name:

Property Address:

Mortgage Lender:

Counseling Provider:

Trainer's Name:

(typed)

(signature)

Date:

The Trainer certifies that the Borrower named above has completed the
following Homeownership Education Program:

[Insert Name of Program]
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Borrowers, Continued

Inter Vivos Non-AUS
Revocable e Overview

Trusts/Living .
Trust

Fannie Mae only acceptsindividuals as credit-qualifying borrowers. In addition,
Fannie Mae normally deems property in which no borrower has an ownership
interestas ineligible collateral. However, to accommodate the use of inter vivos
trusts as an estate planning tool, Fannie Mae provides an exception for property
held by inter vivos revocable trusts created by credit-qualifying borrowers.

e Inter Vivos Revocable Trust as Eligible Mortgagor

An inter vivos revocable trustis a trust that:

e anindividual createsduring his or herlifetime;
e becomes effective during its creator’s lifetime; and

e canbe changed or canceled by its creator at any time, for any reason, during
thatindividual’s lifetime.

Fannie Mae will accept an inter vivos revocable trust that has an ownership
interest inthe security property as an eligible mortgagor (a party to the security
instrument) for a mortgage for all transaction types, provided it complies with
the requirements in this topic.

Note: A trust must meet Fannie Mae’s revocability and other eligibility
requirements atthe time the loan is delivered. Trust eligibility is not affected if the
trust documents contain a provision that the trust will, in the future, become
irrevocable upon the death of one of the settlors. However, such a changein the
trust structure after delivery of the mortgage loan may affect the eligibility of the
trust as a mortgagorin a subsequentloan transaction.

e Lender Requirements

A lender delivering a loan that has an inter vivos revocable trust as mortgagor

is responsible for:

e determining thatboth the trust and the mortgage satisfy Fannie Mae eligibility
criteria and documentation requirements;

e determining underthe laws of the states in which it does businessthatit can
originate mortgages to validly created inter vivos revocable trusts that meet
the terms and conditions specified by Fannie Mae; and

e completingareview ofthe mortgage documentation, applicable state law, and
the trust documents to ensure that title insurers provide full title insurance
coverage without exceptions for the trust or the trustees for inter vivos
revocable trustsin that state.

Truist Notes:

e Although there maybe differences from one state to another in laws goveming
or affecting inter vivos revocable trusts, the correspondent lender is
responsible for ensuring thatthe trust meets the requirements established by
Truist and Fannie Mae, and that Truist's rights are fully protected. The lender
must insure that holding title does not diminish Truist's rights as a creditor,
including the rightto have fulltitle vested to us shouldforeclosure proceedings
have to be initiated to cure a defaultunderthe terms of the mortgage. Truist
recommends the trustee sign Hypothecation Letter (COR 0008), or a
substantially similar document, at closing to ensure Truist'srights.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Borrowers, Continued
Inter Vivos Non-AUS, continued
Revocable e Lender Requirements, continued
Trusts/Livin . .
Trust, g Truist Notes: (continued)

(continued)

e The lender is responsible for ensuring that the trust has not been
revoked. Truist recommends the trustee sign Non-Revocation Affidavit
(COR 0009), or a substantially similar document, at closing.

Trust and Trustee Requirements
e The inter vivos revocable trust must be established by one or more natural
persons, solely or jointly. The primary beneficiary of the trust must be the
individual(s) establishing the trust. If the trust is established jointly, there may be
more than one primary beneficiary as long as the income or assets of at least
one of the individuals establishing the trust will be used to qualify for the
mortgage.
e The trustee(s) mustinclude either:
¢ the individual establishing the trust (or at least one of the individuals, if
there are two or more); or
e aninstitutional trustee that customarily performs trust functions in and is
authorized to act as trustee under the laws of the applicable state.
e The trustee(s) must have the power to mortgage the security property for the
purpose of securing a loan to the individual (or individuals) who are the
borrower(s) under the mortgage or deed of trust note.

Note: In the eventthe originally named trustee is unable or unwilling to serve, and
the trust instrument has a mechanism for appointment of a successor trustee, the
trust can properly actthrough the successor trustee.

Eligible Property and Occupancy Types

e All property and occupancy types are eligible. For properties that are the
borrower's primary residence, atleast one individual establishing the trust must
occupy the security property and sign the loan documents.

Underwriting Considerations

e The loan must be underwritten with at least one individual establishing the
trust as borrower. Additional individuals, including other individuals
establishing the trust, may also be considered co-borrowers if those
individuals’ credit will be used to qualify for the loan).

Title and Title Insurance Requirements
e See the “Inter Vivos Revocable Trusts/Living Trust” subtopic subsequently

presented in the “Closing and Loan Settlement Do cumentation” topic for
additional guidance.

Special Feature Code Requirement:
e Use SFC 168 to identify a mortgage that has an inter vivos revocable trust
as a mortgagor.

Reference: See the ‘“Inter Vivos Revocable Trusts/Living Trust” subtopic
subsequently presented in the “Closing and Loan Settlement Documentation” topic
for additional guidance.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Continued on next page
Eligible Borrowers, Continued

Inter Vivos Freddie Mac LPA
Revocable Follow LPA requirements, which are as follows:
Trusts/Living e A living trust is an inter vivos revocable trust that meets all of the following
Trust, requirements:
(continued) e The trustis created by one or more settlors during his or her lifetime;
e The trust becomes effective duringthe lifetime of the settlor(s); and

e Each settlor retains the right during his or her lifetime to revoke or amend the
trust

Note: Living trusts also may be referred to as "inter vivos trusts" or "inter vivos
revocable trusts”.

e Asettloris the individual who creates a living trust. A living trust may have one or
more settlors.

¢ Anunderwritten settloris a settlor in the settlor's individual capacity who is
underwritten and qualified according to the loan program requirements as if the
settlor were the borrower.

e The lenderwarrants and represents thatthe living trust meets Freddie Mac’s
revocability and all other eligibility requirements as of the delivery date and the
funding date.

e Additional Truist Guidance:

e Although there may be differences from one state to another in laws goveming
or affecting inter vivos revocable trusts, the correspondentlenderis responsible
for ensuring that the trust meets the requirements established by Truist and
Freddie Mac, and that Truist's rights are fully protected. The lender mustinsure
that holding title does notdiminish Truist’s rights as a creditor, including the right
to have full titte vested to us should foreclosure proceedings have to be initiated
to cure adefaultunderthe terms ofthe mortgage. Truistrecommends the trustee
sign Hypothecation Letter (COR 0008), or a substantially similar document, at
closing.

e The lenderis responsible for ensuring that the trust has not been revoked.
Truist recommends the trustee sigh Non-Revocation Affidavit (COR 0009),
or a substantially similar document, at closing.

e Alivingtrustisan eligible borrower forahome mortgage if itmeets all of the following
conditions:

e Special underwriting requirement
e Themortgage applicants mustincludean underwrittensettlor (or atleastone

underwritten settlor if there is more than one settlor)
e Trustrequirements
e The settlor (or each settlor, if there is more than one) is the primary
beneficiary of the trust

e The trustee(s) mustbe the settlor (or at leastone settlor if there is more than
one), or a settlor and one or more co-trustees. A financial instituton
customarily engaged intrustfunctions in the applicable jurisdictionmay serve
as a co-trustee.

e The trustee(s) mustbe specifically authorized to:
e Borrowmoneyforthe benefitof an underwritten settlor

e Purchase, construct or encumber realty to secure a loan to an
underwritten settlor
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Eligible Borrowers, Continued

Inter Vivos Freddie Mac LPA, continued
Revocable
Trusts/Living e Property type, occupancy and ownership requirements

Trust,
(continued)

e The mortgage is secured by:

A 1- to 4-unit primary residence occupied by an underwritten settlor,
or

A second home occupied for some portion of the year by an
underwritten settlor, or

A 1-to 4-unitinvestmentproperty

e [Ifalivingtrustisa borrower,then:

The occupancy of the property/mortgaged premises by an
underwritten settlor of that living trust will be considered to be
occupancy by the borrower of the property/mortgaged premises

The underwritten settlor is an individual who is deemed to be the
owner of the property/mortgaged premises

Title and Title Insurance Requirements
e See the “Inter Vivos Revocable Trusts/Living Trust” subtopic subsequenty
presented in the “Closing and Loan Settlement Documentation” topic for
additional guidance.

Lender Review
e The lender mustreview:

Either (a) the trust agreement for the living trust or, (b) an abstract,
certification or other summary ofthe trustagreementif and to the extent
the laws of the applicable jurisdiction require or permita third-parny
dealing with a trustee to rely on such abstract, certification or other
summary. Based on such review, the lender mustdeterminethat:

The settlor (or each settlor, if there is more than one) has retained the
power to revoke or amend the trust

There is specific authorization for the trustee(s) to borrow money and
to purchase, construct, or encumber realty as more fully described
above

There is no unusual risk or impairment of lenders' rights (such as
distributions required to be made in specified amounts from other than
netincome)

The beneficiary need not grant written consent for the trust to borrow
money or, if such consentis required, ithas been granted in writing for
purposes of the mortgage

If the trust agreementrequires morethan one trustee to borrow money
or to purchase, constructorencumber realty, thatthe requisite number
of trustees have signed the loan documents

e Thedeed conveying the mortgaged premises to the trustee or trust to verify
that title is vested in the trustee(s) on behalf of the living trust (or is vested
in such othermannerasis customary in the jurisdiction for living trusts)

Continued on next page
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Borrowers, Continued

Inter Vivos Freddie Mac LPA, continued

Revocable

Trusts/Living e The Mortgage file

Trust, ¢ When the borrower is a living trust, the mortgage file also must contain
(continued) either:

e A complete copy of the trust agreement

e Anabstract, certification or other summary of the trust agreement if
and to the extent the laws of the applicable jurisdiction require or
permit a third-party dealing with a trustee to rely on such abstract,
certification or other summary

e Special Feature Code Requirement: Use SFC 168 to identify a mortgage
that has an inter vivos revocable trust.

Reference: See the ‘“Inter Vivos Revocable Trusts/Living Trust (* subtopic

subsequently presented in the “Closing and Loan Settlement Documentation” topic
for additional guidance.
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Eligible Borrowers, Continued

Non-Occupant  Non-AUS Loans
Borrowers ¢ Non-occupant borrowers are credit applicants on a primary residence transaction

who:

Do not occupy the subject property;

May or may not have an ownershipinterestin the subjectproperty as indicated
on the title;

Sign the mortgage or deed of trust note;

Have joint liability for the note with the borrower(s); and

Do nothave an interest in the property sales transaction, such as the property
seller, the builder, or the real estate broker.

Note: Non-Occupant borrowers are permitted on purchase, limited cash-out, and
cash-out refinance transactions.

¢ If theincome of aco-borroweris used for qualifying purposes and that co-borrower

will

not occupy the subject property, the maximum LTV, TLTV, and HTLTV ratio

may not exceed 90% (unless a Community Seconds is part of the transaction, in
which case the TLTV ratio may not exceed 105% where permitted in the
“Maximum LTV/TLTV/HTLTV Matrices”).

Fannie

Mae DU

e Follow DU requirements, which are the same as non-AUS guidelines, except as
outlined below:

DU analyzes the risk factors in the loan casefile for all borrowers on the
mortgage loan. Regardless of whether an individual borrower will be
occupying the property as his or her primary residence, DU will consider the
income, assets, liabilities, and credit of that borrower.

If the income of a co-borrower is used for qualifying purposes and that co-
borrower will not occupy the subject property, the maximum LTV, TLTV, and
HTLTV ratio may not exceed 95% (unless a Community Seconds is part of
the transaction, in which case the TLTV ratio may not exceed 105% where
permitted in the “Maximum LTV/TLTV/HTLTV Matrices”).

Freddie Mac LPA
Follow LPA requirements, which are as follows:
e The maximum LTV/TLTV/HTLTV is 95%.
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Eligible Borrowers, Continued

Land Trusts Non-AUS
Not eligible

Fannie Mae DU
Not eligible

Freddie Mac LPA
Follow LPA requirements, which are as follows:
e Aland Trustis atrust arrangement that meets all of the following requirements:

The legal and equitable title to the trust property is held by a trustee

The interest of any beneficiary of the trustis personal property, and

The beneficiary(ies) of the trust possesses (possess) the sole:
Power of direction and control over the trustee in dealing with title to the
trust property
Control of the management, operation, renting, and selling of the trust
property, and
Right to the earnings and proceeds of the sale or rental of the trust
property

e A lLand Trust Mortgage is a mortgage secured by property for whichthe title is
held by aland trust.

o General Eligibility Requirements
e Location of Mortgaged Premises

The mortgaged premises must be located in a state that by statute
recognizes and permits the use of land trusts.

Truist Note: Truist research reflects that the following states, by statute,
recognize and permit the use of land trusts:

e Colorado

Florida

lllinois

Indiana

Virginia

Land trust mortgage originations in any other state will not be eligible for
purchase by Truist.

e Beneficiary ofalLand Trust

At least one beneficiary of the land trust must be a borrower.
Each beneficiary who is a borrower has been fully underwritten and is a
gualified borrower in the beneficiary's individual capacity.

e Trust Requirements

All beneficiaries of the land trust must be individuals.

The trustee of the land trust must be a corporation or financial institution
customarily engaged in the business of acting as trustee for land trusts in
the applicable jurisdiction.

The mortgaged premises must be the only asset of the land trust.
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Eligible Borrowers, Continued

Land Trusts, Freddie Mac LPA, continued

(continued)

e Property and Occupancy Types; Ownership Requirements
Each land trust mortgage must be secured by:

A 1- to 4-unit primary residence occupied by a beneficiary of the land
trust who is a borrower, or

A second home occupied for some portion of the year by a beneficiary
of the land trust who is a borrower, or

A 1- to 4-unit investment property, provided at least one beneficiary of
the land trust is a borrower

For land trust mortgages, a beneficiary of the land trust mortgage who is a
borrower is deemed to be an owner of the property/mortgaged premises.

e Signatures and Documentation
e See the “Land Trusts” subtopic subsequently presented in the “Closing and
Loan Settlement Documentation” topic for guidance.

e Titleand Title Insurance
e See the “Land Trusts” subtopic subsequently presented in the “Closing and
Loan Settlement Documentation” topic for guidance.

e The Mortgage File
e Forland trust mortgages the mortgage file must contain:

Copy of Land Trust Agreement: A copy of the original land trust
agreement or an abstract if required by the jurisdiction

Documentation of Power of Direction: Documentation evidencing that
the beneficiary(ies) of the land trust holding the power of direction as
provided in the trust documents have authorized and directed the trustee
of the trust to execute the mortgage documents. If the trust documents
reguire more than one beneficiary holding the power of direction to so
authorize and direct the trustee, then the documentation must evidence
that the requisite number of beneficiaries have so directed the trustee;
and

Collateral Assignment: A fully executed or certified copy of Collateral
Assignment, as described below for the applicable jurisdiction. A "Fully
Executed Collateral Assignment” is the original Collateral Assignment
executed by each beneficiary of the land trust who is a borrower in that
beneficiary's individual capacity, accepted by the lender named in the
security instrument and the note in whose favor the beneficiary of the
land trust grants a security interest under the Collateral Assignment (the
"Assignee"), and received and agreed to or endorsed and/or
acknowledged by the trustee. A "Certified Copy of Collateral
Assignment" is a copy, certified by the trustee as a true and complete
copy, of the Fully Executed Collateral Assignment.

Reference: Seethe“Land Trusts” subtopic subsequently presented in the
“Closing and Loan Settlement Documentation” topic for additional
Collateral Assignment guidance.

Continued on next page

Section 2.01
Agency Loan Programs
Correspondent Seller Guide

August 19, 2022
TRUIST - H Page 175 of 724



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Eligible Borrowers, Continued

Land Trusts, Freddie Mac LPA, continued
(continued)
e Mortgaged Premises Locatedin lllinois: For mortgaged
premises located in lllinois:

e A Certified Copy of Collateral Assignment: Lender must
ensure that the Fully Executed Collateral Assignment can be
obtained from the trustee upon request by a lender/servicer
and/or by Freddie Mac.

e Facsimile Assignment of Beneficial Interest
o If:

e Anlllinois jurisdiction requires recording of a facsimile
assignment of beneficial interest (or similar document)
("facsimile™), and

e Until the trustee is provided with the recorded facsimile,
the trustee will not receive and agree to and/or endorse
and/or acknowledge the Collateral Assignment
executed by each beneficiary of the land trust who is a
borrower in that beneficiary's individual capacity and
accepted by the assignee,

e Then:
e The lender may retain in the mortgage file copies of the
executed and accepted Collateral Assignment and the
facsimile sent for recording, provided that the lender
also retains in the mortgage file a letter of intent
confirming that the lender will:
¢ Obtain the trustee receipt and
agreement/endorsement/acknowledgement upon
receipt of the recorded facsimile, and

e Place the certified copy of Collateral Assignmentin
the mortgage file

e Mortgaged Premises located in a State other than lllinois: For
mortgaged premises located in any other state that by statute
recognizes and permits the use of land trusts: The fully executed
Collateral Assignment.
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Eligible Borrowers

, Continued

Co-Signersand Non-AUS

Guarantors )

Co-signers and guarantors are credit applicants who:

e do not have ownership interest in the subject property as indicated on the title;

e signthe mortgage or deed of trust note;

¢ have joint liability for the note with the borrower; and

e do not have an interest in the property sales transaction, such as the property
seller, the builder, or the real estate broker.

Note: Guarantors and co-signers are permitted on purchase, limited cash-out, and
cash-out refinance transactions.

If the income of a co-signer or guarantor is used for qualifying purposes and that
co-signer or guarantor will not occupy the subject property, the maximum LTV,
TLTV, and HTLTV ratio may not exceed 90% (unless a Community Seconds is
part of the transaction, in which case the TLTV ratio may not exceed 105% where
permitted in the “Maximum LTV/TLTV/HTLTV Matrices”).

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines, except as
follows:

DU analyzes the risk factors in the loan casefile for all borrowers on the mortgage
loan. Regardless of whether an individual borrower will be occupying the property
as his or her primary residence, DU will consider the income, assets, liabilities,
and credit of that borrower.

If the income of a co-signer or guarantor is used for qualifying purposes and that
co-signer or guarantor will not occupy the subject property, the maximum LTV,
TLTV, and HTLTV ratio may not exceed 95% (unless a Community Seconds is
part of the transaction, in which case the TLTV ratio may not exceed 105% where
permitted in the “Maximum LTV/TLTV/HTLTV Matrices”).

Freddie Mac LPA
Follow LPA requirements which are as follows:

A mortgage with a personal endorser, guarantor and/or surety may be eligible for

purchase provided the following requirements are met:

e The endorsement, guaranty or surety agreement must not be qualified or
limited in any manner

e A non-occupying endorser, guarantor or surety is permitted when the LTV
ratio is equal to or less than 95%

e The endorser, guarantor or surety may not be an interested party to the
transaction (for example, the builder, seller or broker)

All underwriting criteria and documentation described in this document apply to

the credit evaluation of an endorser, guarantor or surety. All applicable credit

documentation mustbe included in the loan file when the mortgage is delivered

for purchase.
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Eligible Borrowers, Continued

Number of The following table shows information on the number of borrowers on a loan
Borrowers on application.

Loan
Application

Non-AUS Loans Fannie Mae DU Freddie Mac LP

“Approve/Eligible” “Accept/Eligible”

No limit.

Loans Loans

The number of borrowers | The number of borrowers
is limited to four (4). is limited to five (5).

Tax Non-AUS
Identification e Fannie Mae requires that each borrower has a valid Social Security number (SSN).
Numbers Truist does not allow the use of an Individual Tax Identification Number (ITIN) in

lieu of a valid SSN.

¢ Loan Delivery may identify data integrity issues pertaining to the borrower’s Social
Security number. Lenders musttake stepsto resolve anyissues, including numbers
not issued, borrower age/issue date discrepancies, or Social Security numbers
associated with deceased individuals. If alender cannot resolve any Social Security
Number inconsistencies:

The lender must validate the Social Security number with the Social Security
Administration (SSA). Direct validation with SSA by a third party is
acceptable. SSA-89 (Authorization for the Social Security Administration to
Release Social Security Number [SSN] Verification) must be used for this
purpose. If using a third-party vendor, the lender must ensure that the vendor
goes directly to the SSAto validate the Social Security numbers. It is
important to note that most standard vendor reports are not direct SSA
validations and, therefore, do not satisfy Fannie Mae’s requirements.

Special Feature Code Requirement: Upon positive validation of the Social
Security number with the SSA, the lender must deliver the loan with SFC 162.
SFC 162 should only be used if there is a discrepancy identified with the
Social Security number (for example, identified via Loan Delivery edits), and
the Social Security number was validated through the SSA.

If the Social Security number cannot be validated with the SSA, the loan is not
eligible for delivery to Fannie Mae.

o If the borrower's Social Security number format is invalid and the borrower cannot
provide a valid Social Security number, the loan is not eligible for delivery to
Fannie Mae.

Reference: See General Section 1.36: Social Security Validation Guidelines of the
Correspondent Seller Guide for additional information.
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Eligible Borrowers, Continued

Tax Fannie Mae DU
Identification Follow DU requirements, which are the same as non-AUS guidelines, except as
Numbers, follows:
continued e DU may identify data integrity issues pertaining to the borrower’'s Social Security
number. Lenders must take steps to resolve any issues, including numbers not
issued, borrower agefissue date discrepancies, or Social Security numbers
associated with deceased individuals. If a lender cannot resolve any Social
Security number inconsistencies:
e The lender must validate the Social Security number with the Social Security
Administration (SSA). Direct validation with SSA by a third party is
acceptable. SSA-89 (Authorization for the Social Security Administration to
Release Social Security Number [SSN] Verification) must be used for this
purpose. If using a third-party vendor, the lender must ensure that the
vendor goes directly to the SSA to validate the Social Security numbers. It is
important to note that most standard vendor reports are not direct SSA
validations and, therefore, do not satisfy Fannie Mae’s requirements.
e Special Feature Code Requirement: Upon positive validation of the Social
Security number with the SSA, the lender must deliver the loan with SFC
162. SFC 162 should only be used if there is a discrepancy identified with
the Social Security number (for example, identified via Loan Delivery edits),
and the Social Security number was validated through the SSA.
¢ If the Social Security number cannot be validated with the SSA, the loan is
not eligible for delivery to Fannie Mae.

Freddie Mac LPA
Reference: See General Section 1.36: Social Security Validation Guidelines of the
Correspondent Seller Guide for additional information.

e Special Feature Code Requirement: Upon positive validation of the Social
Security number with the SSA, the lender must deliver the loan with SFC 162.
SFC 162 should only be used if there is a discrepancy identified with the Social
Security number.
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Eligible Borrowers, continued

Ineligible Non-AUS
Borrowers Ineligible borrowers include:
e Corporations and partnerships
e LLCs
e Foreign Nationals
e Borrowers with diplomatic immunity
e Land Trusts (including lllinois Land Trusts)
e Trailing Co-borrowers

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:
¢ Ineligible borrowers include:
e Corporations and partnerships
LLCs
Foreign Nationals
Borrowers with diplomatic immunity
Trailing Co-borrowers
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Income

General Income Non-AUS
Information e Stable and Predictable Income

Fannie Mae’s underwriting guidelines emphasize the continuity of a
borrower’s stable income. The stable and reliable flow of income is a key
consideration in mortgage loan underwriting. Individuals who change jobs
frequently, but who are nevertheless able to earn consistent and predictable
income, are also considered to have a reliable flow of income for qualifying
purposes.

To demonstrate the likelihood that a consistent level of income will continue
to be received for borrowers with less predictable sources of income, the
lender must obtain information about prior earnings. Examples of less
predictable income sources include commissions, bonuses, substantial
amounts of overtime pay, or employment that is subject to time limits, such as
contract employees or tradesmen.

e VariableIncome

All income that is calculated by an averaging method must be reviewed to

assess the borrower’s history of receipt, the frequency of payment, and the

trending of the amount of income being received. Examples of income of this
type include income from hourly workers with fluctuating hours, or income that
includes commissions, bonuses, or overtime.

History of Receipt: Two or more years of receipt of a particular type of

variable income is recommended; however, variable income that has been

received for 12 to 24 months may be considered as acceptable income, as
long as the borrower’s loan application demonstrates that there are positive
factors that reasonably offset the shorter income history.

Frequency of Payment: The lender must determine the frequency of the

payment (weekly, biweekly, monthly, quarterly, or annually) to arrive at an

accurate calculation of the monthly income to be used in the trending analysis

(see below). Examples:

e If a borrower is paid an annual bonus on March 31 of each year, the
amount of the March bonus should be divided by 12 to obtain an accurate
calculation of the current monthly bonus amount. Note that dividing the
bonus received on March 31% by three months produces a much higher,
inaccurate monthly average.

e Ifaborroweris paid overtime on abiweekly basis, the most recent paystub
must be analyzed to determine that both the current overtime eamings for
the period and the year-to-date overtime earnings are consistent and, if
not, why. There are legitimate reasons why these amounts may be
inconsistent yet still eligible for use as qualifying income. For example,
borrowers may have overtime income that is cyclical (transportation
employees who operate snow plows in winter, package delivery service
workers who work longer hours through the holidays). The lender must
investigate the difference between current period overtime and year-to-
date earnings and documentthe analysis before using the income amount
in the trending analysis.
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Income, Continued

General Income Non-AUS, continued

Information,
(continued) .

Income Trending: After the monthly year-to-date income amount is
calculated, it must be compared to prior years’ earnings using the borrower's
W-2's or signed federal income tax returns (or a standard Verification of

Employmentcompleted by the employer or third-party employment verification

vendor).

e If the trend in the amount of income is stable or increasing, the income
amount should be averaged.

e If the trend was declining, but has since stabilized and there is no reason
to believe that the borrowerwill not continue to be employed at the current
level, the current, lower amount of variable income must be used.

e If the trend is declining, the income may not be stable. Additional analysis
must be conducted to determine if any variable income should be used,
butinno instance mayit be averaged over the periodwhen the declination
occurred

e Continuity of Income

A key driver of successful homeownership is confidence that all income used
in qualifying the borrower will continue to be received by the borrower for the
foreseeable future. Unless the lender has knowledge to the contrary, if the
income does not have a defined expiration date and the applicable history of
receipt of theincome is documented (per the specific income type), the lender
may conclude that the income is stable, predictable, and likely to continue.
The lender is not expected to request additional documentation from the
borrower.

If the income source does have a defined expiration date or is dependent on
the depletion of an asset account or other limited benefit, the lender must
document the likelihood of continued receipt of the income for at least three
years.

If the lender is notified that the borrower is transitioning to a lower pay
structure, for example due to pending retirement, the lender must use the
lower amount to qualify the borrower.

The following table contains examples of income types with and without
defined expiration dates. This information is provided to assist lenders in
determining whether additional income documentation may be necessary to
support a three-year continuance. Note that lenders remain responsible for
making the final determination of whether the borrower’s specific income
source has a defined expiration date.
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Income, Continued

General Income Non-AUS
Information,

, continued

(continued) e Continuity of Income, continued
Expiration Date Not Defined Defined Expiration Datel
Lender does notneed to document 3— | Lender must document 3-year
year continuance continuance
e automobile allowance e alimony or child support
e Dbase salary e distributions from a retirement
e bonus, overtime, commission, or ip account —for example, 401(k), IRA,
income SEP, Keogh
e capital gainsincome e mortgage differential payments
e corporateretirementor pension ® notesreceivable
e disabilityincome —long-term ® public assistance
e foster-careincome e royalty paymentincome
e interestand dividendincome (unless | ® Social Security (not including

other evidence that asset will be
depleted)

military income
mortgage credit certificates
part-time job, second
seasonalincome
rentalincome
self-employmentincome
Social Security, VA, or other
governmentretirementor annuity

job, or

retirement or long-term disability)
trustincome

VA benefits (notincluding retirement
orlong-termdisability)

1Because these income sources have a defined expiration date or allow the

depletion of an asset, care must be taken when thisis the sole source or majority
of qualifyingincome. Lenders mustconsider the borrower’s continued capacity to
repay the mortgageloan when theincome source expires or the distributions will
depletethe asset prior to maturation ofthe mortgage loan.

¢ Income sources that are not listed above will require lender judgment to
determine if documentation of continuance must be obtained.

e Determining the Need for Federal Income Tax Returns

e See the

“General

Income Documentation Requirements” subtopic

subsequently presented in this topic for guidance.

e Analyzing Individual and Business Tax Returns
e Click here for analyzing individual tax returns guidance.
o Click here for analyzing business tax returns guidance.
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Income, Continued

General Income Non-AUS, continued
Information,
(continued) o Verification of Income for Non-U.S. Citizen Borrowers
e The following table describes income verification requirements for borrowers
who are non-U.S. citizens:

Employment Type Employment and Income Verification
Requirements
Salaried or commissioned Same as fora U.S. citizen. See the “Salaried
borrower employed by a U.S. orHourly Wage Income” and “Commission
company or individual Income” subtopics subsequently presented in
this topic foremploymentand income
verification requirements.
Self-employed Same as fora U.S. citizen. See the “Self-
Employmentincome” subtopic subsequently
presented in this topic for employmentand
income verification requirements.
Employed by a foreign See the “Foreign Income” subtopic
corporationor aforeign subsequently presented in this topic for
governmentand paid in foreign | employment and income verification
currency (“foreignincome”) reguirements.

e Using Nontaxable Income to Adjust the Borrower’s Gross Income
o Seethe “Tax Exempt Income” subtopic subsequently presented in this topic
for guidance.

e Baselncome Calculation Guidelines
e After the applicable income documentation has been obtained, the lender
must calculate the borrower’s eligible qualifying base income. The following
table provides guidance for standard employment documentation:

How Often How to Determine Monthly Income

Paid

Annually Annual gross pay /12 months

Monthly Use monthly gross paymentamount

Twice Monthly | Twice monthly gross pay x 2 pay periods

Biweekly (Biweekly gross pay x 26 pay periods) /12

Weekly (Weekly gross pay x 52 pay periods) /12 months

Hourly (Hourly gross pay x average # of hours worked per week x 52
weeks) / 12 months
All of the above calculations must be compared with the documented year-to-date
base earnings (and past year earnings, if applicable) to determine if the income
amount appears to be consistent. See the “Variable Income” section previously
presented in this subtopic, for additional information about variable income (bonus
and overtime).
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Income, Continued

General Income Fannie Mae DU
Information, Follow DU requirements, which are the same as non-AUS guidelines; except as

(continued) follows:

e If the lenderis unable to determine the stability of the borrower’'s income on the

basis of the available documentation, the income must be removed and the loan
resubmitted to DU.

Freddie Mac LPA

Follow LPA requirements, which are as follows:

e General Requirements for all Stable Monthly Income Qualification Sources
Analysis of Stable Monthly Income Amount

The analysis, verification, calculation and determination of the stable
monthly income amount is integral to the overall qualification of the
borrower and determination of the borrower's capacity to repay the
mortgage and other monthly obligations.

The “Income” topic, outlined in this document, provides requirements and
guidance for the determination of stable monthlyincome. The lender must
determine when additional analysis and documentation is needed to
support the determination of stable and consistent monthly income.

General Requirements for all Stable Monthly Income

Stable monthly income is the borrower's verified gross monthly income
from all acceptable and verifiable sources that can reasonably be
expected to continue for at least the next three years. For each income
source used to qualify the borrower, the lender must determine that both
the source and the amount of the income are stable, with a consistent
level of earnings.

The income used to qualify the borrower (whether or not specifically
addressed in this topic) and the documentation in the mortgage file must
be evaluated for stable monthly income qualification requirements and
must meet the requirements outlined in this document. Income that does
not meet these requirements or is not calculated correctly may invalidate
the Loan Product Advisor Risk Class on the Feedback Certificate.

The lender must include a written analysis of the income and amount in
the mortgage file. In addition, all documentation used to establish stable
monthly income must be retained in the mortgage file.
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Income, Continued

General Income Freddie Mac LPA, continued

Information,
(continued)

e General Requirements for all Stable Monthly Income Qualification Sources,
continued

Income Stability and History Requirements

The lender must consider the length of history of the income and whether
the earnings have been level and consistent. When evaluating stability of
income based upon historical receipt, additional layering of risk may be
present depending upon the degree of income fluctuation. As a result, the
lender must determine when additional documentation (e.g., an additional
year of earnings history) is necessary to support income stability.

In most instances, a two-year history of receiving a consistent level of
income is required in order for the income to be considered stable and
used for qualifying. While the source of income may vary, the borrower
must have a consistent level of income despite changes in the sources of
income. If the borrower has less than a two-year history of receiving
income, the lender must provide a written analysis to justify the
determinationthatthe income that is used to qualify the borrower is stable.
See the “Employed Income Calculation Guidance and Requirements”
section subsequently presented in this subtopic for income calculation
guidance and requirements.

Continuance

For all income used to qualify the borrower, the lender must determine
whether the income is reasonably expected to continue. This
determination must focus on the borrower's past employment/self-
employment history, history of receipt of other income and the probability
of continued consistent receiptof the income used to qualify the borrower.
At a minimum, the lender must base the determination on the
requirements outlined in this document, and any other documentation
contained in the mortgage file.
The lender may consider all income for qualifying the borrower, provided
the lender does not have knowledge, information or documentation that
contradicts a reasonable expectation of continuance or probability of
consistent receipt over at least the next three years.
Continuance of income is categorized as follows:
e Income and earnings types typically without documentable
continuance (likely to continue) (Chart A)
Income types with documentable continuance (Chart B)
Income types that may or may not have documentable continuance,
depending upon the source (e.g., government program, private
insurer) and terms of the specific income type (e.g., retirement, long-
term disability) (Chart C)
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Income, Continued

General Income Freddie Mac LPA, continued
Information, e General Requirements for all Stable Monthly Income Qualification Sources,
(continued) continued

e Continuance, continued

Chart A:

Income and earnings types typically without documentable continuance

Forearnings and income types thattypically do not have documentable continuance,
the lender is not required to obtain documentation to verify income continuance,
absent any knowledge or information thattheincomeis no longer being received or
is likely to cease. However, when the lender has knowledge or information that the
income may not be reasonably expected to continue, the lender must conduct
additional evaluation and/or obtain documentationin order to determineiftheincome

can be used. For example, if a borrower has been receiving additional employed
income such as overtime or bonus, but the lender has information or documentation
evidencingthattheincomeis already discontinued or will be discontinued due to the
completion of a project or termination of a bonus program, the "likely to continue"
requirement would not be met and the income cannot be used for qualification
pUrposes.

Earnings types and income types Continuance requirements

Base non-fluctuating employment
earnings

Fluctuating hourly employment
earnings

Commission income

Bonus income

Overtime income

Restricted stock (RS) and
restricted stock units (RSU)

subject to performance-based Income must be likely to continue for at
vesting provisions least the next three years. The lender is
Tip income not required to obtain documentation o
Automobile allowance verify income continuance, absent any
Military entitlements knowledge, information or documentation
Military Reserve or National Guard | thatthe incomeis nolonger being received
Unemployment (associated with orislikely to cease.

seasonal employment)
Self-employment income
Royalty payments (two-year
history)

Foster-care income

Housing or parsonage allowance
Mortgage Credit Certificate
Rental income

Tax-exempt income

Continued on next page

Section 2.01 August 19, 2022
Agency Loan Programs T R U l ST ela Page 187 of 724
Correspondent Seller Guide



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

General Income Freddie Mac LPA, continued

Information, e General Requirements for all Stable Monthly Income Qualification Sources,

(continued) continued
e Continuance, continued

Chart B:
Income types with documentable continuance

the minimum documentation required
continuance for at leastthree years.

Mortgage differential

Notes receivable

Royalty payments (one-year
history)

Restricted stock (RS) and
restricted stock units (RSU)
subject to performance-based
vesting provisions

Trust income (fixed payment)

For income types with documentable continuance, the documentation requirements
outlined in the specificincome subtopic, subsequently presentedin thistopic, provide

in order for the lender to verify income

Highlights of the requirements from the individual income types are provided for

illustrative purposes only.
Income types Continuance requirement highlights

Documentduration of payments

Reference: See the applicable specific
income subtopic, the “Additional Employed
Income” and the “General Requirements for
all Other Income (Non-Employment/Non-
Self-Employment” sections subsequenty
presented in this topic for additional
guidance.

Alimony, child support and/or
separate maintenance
Homeownership Voucher Program

(HOV)

Documentduration of obligation

Reference: See the applicable specific
income subtopic and the “General
Requirements for all Other Income (Non-
Employment/Non-Self-Employment’
section subsequently presented in thistopic
for additional guidance.

Dividend and interest

Capital gains

Trust income (fluctuating
payments)
Retirement account distributions
as income

Documentsufficientassets

Reference: See the applicable specific
income subtopic and the “General
Requirements for all Other Income (Non-
Employment/Non-Self-Employment”
section subsequently presented in this topic
for additional guidance.
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Income, Continued

General Income Freddie Mac LPA, continued
Information, e General Requirements for all Stable Monthly Income Qualification Sources,
(continued) continued

e Continuance, continued

Chart C:
Income Types that may or may not have documentable continuance

Retirement income®)

(e.g., Social Security, defined benefit
pension, annuity, other similar
benefits)

Survivor and dependent
benefits(®)

(e.g., Social Security Survivor
Benefits, Survivors' Department of
Veterans Affairs (VA) benefits, other
similar benefits)

Long-term disability income®: (®)

(e.g., Social Security disability
benefits, VA disability compensation,
worker's compensation, private
disability insurance)

Social Security Supplemental
Security Income (SS)@: )

Public assistance income ® (e.g.,
Temporary Assistance for Needy
Families (TANF))

Certain income types are comprised of multipleincome sources, each of which may
have specific requirements with respect to continuance, whether defined or
undefined. For this reason, this grouping of income types may or may not have
documentable continuance. For example, ifthe source of retirement incomeis social
security retirement benefits, no additional documentation of continuance s required;
however, if the sourceis a retirement annuity from an insurance company, there will
generally be a defined termin which case continuance mustbe documented.

Highlights of the requirements from the individual income topics are provided for

illustrative purposes only.
Income types Continuance requirement highlights

Lenders must be knowledgeable about the
source ofthe specificincometypein order to
determine whether or not documentable
continuance is applicable. This includes, but
is not limited to, knowledge of factors with
respect to whether the payments are
received pursuant to a written agreement,
government program, law and/or regulation,
as well as the applicable eligibility criteria
governing the continued receipt of the
income.

(@) Pending or current re-evaluation of
medical eligibility for insurance and/or benefit
paymentsis notconsidered an indication that
the insurance and/orbenefit paymentwill not
continue.

(b) See “General Requirements for all Other
Income (Non-Employment/Non-Self-
Employment” for general requirements for
these income types and the specific income
subtopic subsequently presented in this topic
for topic-specific requirements for these
incometypes.

When Tax Returns are Required
Income Documentation Requirements” subtopic

See the “General

subsequently presented in this topic for guidance.

Continued on next page

Section 2.01
Agency Loan Programs

TRUIST

{1

August 19, 2022
Page 189 of 724

Correspondent Seller Guide


https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

General Income Freddie Mac LPA, continued

Information,

(continued) e Employed Income
General Requirements for all Employed Income

The lender must determine that the borrower's income is stable and likely
to continue at the level used to qualify for at least the next three years.
The lender must analyze all income documentation while taking into
consideration the characteristics of the employed income (e.g.,
employment source, income type, and stability of the employment history,
including any gaps in employment).

A borrower who has had different types of employment in the past may be
considered to have stable income if the income amount has remained at
a consistent level. When evaluating a borrower who has changed jobs
frequently, the lender must focus on whether the changes have affected
the borrower's ability to pay the borrower's obligations.

Primary and Secondary Employment and Income

Primary employment is considered as the borrower's primary source of
employed income whether derived from employment such as full4ime
employment, part-time employment, full-time and/or part-time seasonal
employment.

Secondary employmentis considered as any type of employment (e.g.,
second part-time job or multiple jobs) thatis in additionto the borrower's
primary employment.

Employment History Requirements — Primary and Secondary
Employment

e Primary Employment

¢ In most instances, the borrower should have at least a two-year
history of primary employment documented on Form 65, Uniform
Residential Loan Application and verified in accordance with the
requirements outlined in this document.

e Forborrowers who are active-duty members of the United States
Armed Forces, a history of military employment is not required for
the employment to be considered stable.

e The tenure of the borrower's employment with the same employer
or in the same or similar industry lends support to the analysis of
employment stability.
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Income, Continued

General Income Freddie Mac LPA, continued
Information, e Employed Income, continued

(continued) e Primary and Secondary Employment and Income, continued

e Employment History Requirements

Employment, continued

e Primary Employment, continued

Primary and Secondary

e When a borrower has less than a two-year history of primary
employment, the lender mustprovide its justification for detemmining
that the employmentis stable. When making this determination, the
lender must take into consideration factors such as income and/or
employment characteristics and the overall layering of risk factors,
including the borrower's demonstrated ability to repay obligations.

e Examplesthat may supportless than a two-year history of primary
employmentinclude, butare notlimited to, the following:

e For a borrower returning to the workforce after a period of
extended absence, forany reason, documentationis providedto
support a stable employment history that directly preceded the

extended absence

e For aborrower new to the workforce, documentation is provided
that supports the borrower's recentattendance at school or in a
training program prior to their currentemployment

e When the borrower's employed income is derived from fluctuating
hourly employment earnings, in no event may the employment

history be lessthan 12 months.

e Secondary Employment

¢ In mostinstances, the borrower should have at least a two-year
history of secondary employment for the employment to be
considered stable. Under certain circumstances, when a borrower
has less than a two-year secondary employment history but has at
least a 12-month history, the lender may be able to justify and
determine the employmentis stable. Examples thatmaysupportless
than a two-year history of secondaryemploymentinclude, butare not

limited to, the following:

e The borrower previously held a job with base non-fluctuating
earnings working40 hours perweek for multiple years; however,
due to reasons such as position elimination, work force
reduction, or iliness, the borrower is no longer employed at this
job andis now working atmultiple part-time jobs thatare similar
in hours and pay, when combined, to the previous full-time job.
Since the borrower's full-time employment ended 18 months
ago, the length of employment at each part-time job is in the
range of 13 to 15 months. In this scenario, the lender may be
able to justify an employment history of less than two years for
the secondary and additional jobs provided the earnings are
consistent and the borrower has exhibited the ability to repay

obligations.
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Income, Continued

General Income Freddie Mac LPA, continued
Information, e Employed Income, continued
(continued) e Primary and Secondary Employment and Income, continued
e Employment History Requirements — Primary and Secondary
Employment, continued
e Secondary employment, continued
e The borrower is employed in the educational system as a
teacher. During the previous summer the borrower taught
summer school within the same educational system and is
now starting summer school teaching for the current year.
Although the two-year history is not yet fully developed, given
the job type and current employment situation, the lender may
be able to justify including the summer school income
provided an accurate qualifying amount can be established
and documented based onthe previous and current earnings.
Additional documentation to determine the stable monthly
income may be appropriate (e.g., how many classes, how
much, is it similar to prior year).

Note: The requirements and guidance in this section are to be used in
conjunction with all “Employed Income” requirements and guidance and
the requirements and guidance outlined in the “General Requirements
for all Stable Monthly Income” section previously outlined in this
document.

e Earnings Types — Requirements and Guidance

o The following requirements and guidance apply to all primary and
secondary employed income and all applicable employment
characteristics including, but not limited to, full-time, part-time and
seasonal employment. Refer to the “Employed Income Calculation
Guidance and Requirements” section subsequently presented in this
subtopic for information aboutincome calculation requirements and
guidance.
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Income, Continued

General Income Freddie Mac LPA, continued

Information, e Employed Income, continued

(continued) e Primary and Secondary Employment and Income, continued
e Earnings Types — Requirements and Guidance, continued

Earnings Type Requirements and Guidance

Base non-fluctuating | Forthe purpose ofdetermining stable monthly income, base
employment non-fluctuating employmentearnings are considered to be
earnings earnings with apre-determined and agreed uponrate of pay
and number of hours worked each pay period.

e The payrate and number of hours worked must be
reflected on an ongoing consistentbasis for each pay
period and be fully supported by the year-to-dateincome.
In addition, ifthe annual salary is reported on theincome
verification documentation, that may be considered
additional confirmation of base non-fluctuating earnings.

e Base non-fluctuating earnings may include both salaried
and hourly earnings; however, the pay rate and number of
hours worked mustnot fluctuate.

e Base non-fluctuating earnings may include military base
(basic) pay. For members of the United States Armed
Forces, active-duty pay is considered base non-fluctuating
earnings.

e Base non-fluctuating earnings may include part-time
earnings, provided the number of hours worked each pay
period are pre-determined and the same, as outlined
above

Base non-fluctuating earnings do notinclude additional
employed income (e.g.,commission, bonus, overtime, tips).
Refer to the “Additional Employed Income” section
subsequently presented in this subtopic for requirements and
guidance pertaining to additional employed income.

Fluctuating hourly Forthe purpose of determining stable monthly income,
employment fluctuating hourly employmentearnings are consideredto be
earnings wages that are based on an hourly rate of pay and where the

number of hours fluctuate each pay period. The required
minimum 12-month history mustbe derived from either the
borrower's currenthourly employmentor acombination of
currentand prior hourlyemployment. Fluctuating hourly
employmentearnings aretypically representative ofnon-
exempt earnings.

Fluctuating hourly earnings do notinclude additional employed
income (e.g.,commission, bonus, overtime, tips). Refer to the
“Additional Employed Income” section subsequently presented
in this subtopic for requirements and guidance pertaining to
additional employedincome.
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Income, Continued

General Freddie Mac LPA, continued

Income e Employed Income, continued

Information, e Primary and Secondary Employment and Income, continued
(continued) e Employment Characteristics

e For all employment characteristics below, the lender must determine
whether the employment represents primary or secondary employment
and use the applicable requirements for history, continuance, earnings
type, documentation and calculation outlined in this section and in
conjunction with the “General Requirements for All Stable Monthly
Income” and “General Documentation Requirements” sections outlinedin
this document, unless specifically stated otherwise. For certain
employment characteristics, additional documentation and/or analysis
may be needed, as described below.

Employment Characteristics

Additional

Full-time and
part-time
employment

Full-time and part-time employment may be
either primary or secondary employment,
and may be comprised ofbasenon-
fluctuating earnings, fluctuating hourly

earnings and/or additional employedincome.

Requirements
None

Seasonal
employment

See the “Seasonal Income/Seasonal
UnemploymentIncome” subtopic
subsequently presented in this topic for
guidance.

See the “Seasonal
Income/Seasonal
Unemploymentincome
subtopic subsequently
presented in thistopic
forguidance.

Union members

Certain union members may work in
industries where they may switch employers
frequently and the union facilitates the next
position. In thatcase, the borrower may
have multiple YTD paystubs and W-2s, all of
which can be used for the verification and
calculation of stable monthly income. The
borrower's earnings may be comprised of
base non-fluctuating earnings, fluctuating
hourly earnings and/or additional employed
income.

A borrower may exhibita stable and
consistentemploymentand income history,
regardless ofthe number of employers.

The borrower may or may notbe in between
employers at thetime ofclosing. Ifthe lender
determines that the borrower's employment
and income history is stable and itis
documented thatthe borrower has multiple
jobs as described above, itmay be
acceptable to obtain the 10-day PCV
through theunion. The lender must make
this determination based on areview of all
employmentand income characteristics.

None
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Income, Continued

General Income Freddie Mac LPA, continued
Employment Characteristics

Information,
(continued)

Borrower
employed by a

by the property
broker or other

the transaction

family member or
seller, real estate

interested party to

See the “Borrower Employed by a
Family Member or Interested Party to
the Transaction”subtopicsubsequently
presented in this topic for guidance.

Additional

Requirements

See the “Borrower
Employed by a Family
Member or Interested
Party to the
Transaction” subtopic
subsequently presented
in thistopic for
guidance.

from a foreign
source

Employed income

See the “Foreign Income” subtopic
subsequently presented in this topic for
guidance.

See the “Foreign
Income” subtopic
subsequently presented
in thistopic for
guidance.

Employment
contracts

See the “Employment Contracts”
subtopic subsequently presented inthis
topic forguidance.

See the “Employment
Contracts” subtopic
subsequently presented
in thistopic for

employment

of theiremployees to other employers.

When making the determination of
employmenthistory, income stability
and the monthly income amount, the
lender must take into consideration
factors such as whether the borrower
has demonstrated the ability to maintain
steady and continuous employment and
income with this employment structure
over the mostrecent two-year period.

guidance.
Temporary help Some contractfirms and temporary W-2 forms from the
services staffing firms contractoutthe services contractand/or

temporary staffing firm
forthe most recenttwo-
year period

on Internal

Income reported

Revenue Service
(IRS) Form 1099

At times, borrowers receive IRS Form
1099(s) for services performed;this pay
structure is often referred to in terms
such as contractor or contingentworker.

Incomereceived on IRS Form 1099 for
services performed may be reported on
Schedule C and may representa sole
proprietorship. Ifthe lender determines
that the borrower is a sole proprietor,
refer to the self-employmentincome
borrower requirements and guidance
subsequently presented in this
document. Factors the lender may
consider when determining whether
incomereported on Schedule Cis
representative ofa sole proprietorship
include, but are notlimited to, the
principal business or profession, gross
receipts or sales, costofgoods sold
and the type and level of expenses
reported.

e All 1099s for the
most recenttwo-
year period, and

e YTD paystubs or
YTD earnings
statements
received by the
borrower, and

e Completefederal
individual income
tax returns covering
the mostrecent
one-year period,
and

e Thelender must
determineif more
information and
documentation is
needed for
determining stable
monthly income.
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Income, Continued

General Income Freddie Mac LPA, continued
Information, e Employed Income, continued

(continued) e Primary and Secondary Employment and Income, continued
e Employment and Income Commencing after the Note Date
See the “Employment Offers or Contracts” subtopic subsequently
presented in this topic for guidance.
e Additional Employed Income
e This section contains general stable monthlyincome history, continuance,
and calculation requirements for the following income types:

e Commission income less than 25%

e Commission income greater than or equal to 25%

e Bonus income

e Overtime income

e Restricted stock (RS) and restricted stock units (RSU) subject to
performance-based vesting provisions

e RS and RSU subject to time-based vesting provisions

e Tip income — Reported by the employer

e Tip income — Cash and charge tips reported on Internal Revenue
Service (IRS) Form 4137

e Automobile allowance

o Mortgage differential

¢ Military entitlements

o Military Reserves and National Guard

¢ Unemployment compensation associated with seasonal employment

e General Overview

o A borrower may receive additional income from employment such as
commission, bonus and overtime pay. Generally, additional employed
income is received in connection with the primary or secondary
employment; however, there are instances where the income is
received through separate sources, such as the military Reserve or
National Guard. If the lender includes additional employed income to
qualify the borrower, the lender must determine that the amount of
income used to qualify the borrower is stable and complies with the
requirements for each income type. All income must be either
expected to continue or have documented continuance for at least
three years as defined in the specific income requirements within this
topic.

o The following requirements and guidance are to be used in
conjunction with the requirements and guidance outlined in the
“General Requirements for all Employed Income” section previously
outlined in this subtopic.
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Income, Continued

General Income Freddie Mac LPA, continued

Information,

(continued)
[ ]

e Employed Income, continued

Additional Employed Income, continued
Income History and Stability — Requirements and Guidance

Many additional employed income types are fluctuating income. The
stability of fluctuating income is determined based primarily upon
historical earnings so it is imperative that a sufficient income history
has been established. For this reason, most income types that
fluctuate have a history requirement of two years. In certain instances,
a shorter history may still be considered stable if the lender provides
a written analysis and sufficient supporting documentation justifying
the determination of stability. When making this determination, the
lender must take into consideration factors such as income and/or
employment characteristics and the overall layering of risk factors,
including the borrower's demonstrated ability to repay obligations. In
no event may the history be less than 12 months.

See the “Employed Income Calculation Guidance and Requirements”
section subsequently presented in this subtopic for information with
respect to employed income calculation requirements and guidance.

Earnings Types for Additional Employed Income

Fixed Earnings

e For the purposes of determining stable monthly income, fixed
additional employed income earnings are considered to be
earnings that are based on a pre-determined and agreed upon
fixed amount of pay that is fully documented, such as an
automobile allowance, mortgage differential or military
entitlement(s).

Fluctuating Earnings

e For the purposes of determining stable monthly income,
fluctuating additional employed income earnings are considered
to be earnings that fluctuate on a regular basis, often based on
factors such as hours worked, job type and perfomance.
Fluctuating earnings may include, but are not limited to, income
types such as commissions, overtime, bonus, tips, Reserve and
National Guard, and unemployment compensation associated
with seasonal employment

Reference: See the “Employed Income Calculation Guidance and
Requirements” section subsequently presented in this subtopic for
information with respect to employed income calculation requirements
and guidance.
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Income, Continued

General Freddie Mac LPA, continued

Income e Employed Income, continued

Information, e Employed Income Calculation Guidance and Requirements

(continued) e Forall income, the lender must determine how the borrower is paid in

order to accurately analyze and calculate the stable monthly income used
for qualifying. The documentation in the mortgage file must support the
lender's income analysis and calculation. If the documentation does not
support the income used for qualifying purposes, further analysis is
required and additional documentation would be necessary to support the
stability of the income and the amount of income used to qualify. A written
analysis of the income used to qualify the borrower must be retained in
the mortgage file.

Base Non-Fluctuating Employment Earnings

Base non-fluctuating earnings may include both salaried and houry
earnings; however, the pay rate and number of hours worked must
not fluctuate between pay periods. The income documentation must
support base non-fluctuating earings. See the “Earnings Types —
Requirements and Guidance” section previously presented in this
subtopic for additional information about base non-fluctuating
earnings types.

The following chart describes the calculation methods for base non-
fluctuating employment earnings taking into consideration the typical
pay periods of weekly, bi-weekly, semi-monthly and monthly.

Calculation of Base Non-Fluctuating Employment Earnings

Pay Period Type Calculation
Weekly Multiply the base non-fluctuating weekly gross pay by
52 pay periods and divide by 12 months
Bi-Weekly (Every two Multiply the base non-fluctuating biweekly gross pay by
weeks) 26 pay periods and divide by 12 months
Semi-Monthly (Twice per Multiply the base non-fluctuating semi-monthly gross
month) pay by 24 pay periods and divide by 12 months
Monthly Use the base non-fluctuating monthly grosspay
Annual base non- For some borrowers, such as certain employees in the
fluctuating salary paid out educational field, the annual base non-fluctuating
over less than 12 months salary may be paid over a time period of less than 12
per year months. For example, if the annual base non-
fluctuating salary is paid out over 10 months of the
year, multiply the monthly base salary amount by 10
months and divide by 12.

Fluctuating Employment Earnings

These requirements apply to fluctuating hourly employment earnings
and additional fluctuating employment earnings (e.g., commission,
bonus, overtime and tip income).

See the “Earnings Types — Requirements and Guidance” section
previously presented in this subtopic for information about fluctuating
hourly earnings and the “Additional Employed Income” section
previously presented in this subtopic for information about other types
of additional employed fluctuating income (e.g., bonus, overtime).
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Income, Continued

General Income Freddie Mac LPA, continued
Information,

(continued) e Employed Income, continued

e Employed Income Calculation Guidance and Requirements, continued
e Fluctuating Employment Earnings, continued

Subject Requirements and Guidance

Income analysis The degree of fluctuation and the length ofreceiptofthe income
and calculation must be considered when calculating income used to qualify for
(does not apply to the mortgage. Thelender must evaluate theincometrend and use
restricted stock the amountthat is mostlikely to continue for the nextthree years.

(RS) and restricted
stock units (RSU)) Consistent and Increasing Income Trends

If the incomeis consistentorthetrend isincreasing, thelender
must average the most recentyear(s) and YTD income over the
applicable number of months documented. However, ifthe
increase between the prioryear(s) and YTD earnings exceeds
10%, additional analysis is required and additional documentation
may be necessary to determine income stability in order to use
the higheramountwhen calculating the qualifying income. The
analysis and documentation mustsupportthe amountofincome
used to qualify the borrower. Acceptable factors include, butare
notlimited to, promotion and income increasing consistently year
overyear.

Declining Trend

The lender mustuse the year-to-date income and must not
includethe previous higher level unless thereis documentation of
aone-timeoccurrence (e.g.,injury) that prevented the borrower
from working or earning fullincome for a period oftime and
evidencethatthe borrower is back to the income amountthat was
previously earned.

If the decline between the prior year(s) and/or YTD earnings
exceeds 10%, the lender mustconduct further analysis and
additional documentation may be necessary to determine whether
the incomeis currently stable. This analysis mustinclude the
reason for the decliningtrend, and supportthatthe currentincome
has stabilized.

If a borrower is currently on temporary leave, follow the guidance
subsequently outlined in the “Temporary Leave and Short-Term
Disability Income” subtopic.

See the “Earnings Types — Requirements and Guidance” section
previously presented in this subtopic for additional information
about fluctuating hourly employment earnings.
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Income, Continued

General Income Freddie Mac LPA, continued

Information, e Employed Income, continued

(continued) e Employed Income Calculation Guidance and Requirements, continued
e  Fluctuating Employment Earnings, continued

Subject Requirements and Guidance

Calculation Based on theform in which vested RS or RSU are
distributed to the borrower (i.e., as shares orits cash

RS and RSU subject to equivalent), the lender must use the applicable method(s)

performance-based below to calculate the monthly income:

vesting provisions
RS or RSU distributed as shares

Multiply the 52-week average stock price as of the
applicationreceived date by the total number of vested
shares distributed (pre-tax) to the borrower in the past two
years, then divide by 24.

(e.g., if 200 vested shares were distributed (pre-tax) in the
pasttwo years and the 52-week average stock price as of
the application received date is $10, multiply 200 x $10 then
divide by 24= $83.33 monthly income)

RS or RSU distributed as cash equivalent

Use the total dollar amountdistributed (pre-tax) fromthe
cash equivalentofvested shares in the pasttwo years and
divide by 24.

See the “Restricted Stock (RS) and Restricted Stock Units
(RSU)” subtopic subsequently presented in this topic for
additional guidance.

Calculation Based on theform in which vested RS or RSU are
distributed to the borrower (i.e., as shares or its cash

RS and RSU subject to equivalent), the lender must use the applicable method(s)
time-based vesting below to calculate the monthly income:

provisions

RS or RSU distributed as shares

Multiply the 52-week average stock price as of the
applicationreceived date by the number ofvested shares
distributed (pre-tax) to the borrower in the pastyear, then
divide by 12.

(e.g., if 50 vested shares were distributed (pre-tax) in the
pastyear and the 52-week average stock price as of the
applicationreceived dateis $10, multiply 50 x $10 then
divide by 12 =$41.67 monthly income)

RS or RSU distributed as cash equivalent

Use the total dollar amountdistributed (pre-tax) fromthe
cash equivalentofvested shares in the pastyear and divide
by 12.

See the “Restricted Stock (RS) and Restricted Stock Units
(RSU)” subtopic subsequently presented in this topic for
additional guidance.
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Income, Continued

General Income Freddie Mac LPA, continued
Information, e Self-Employed Income

(continued) .

See the “Self-Employment Income” subtopic subsequently presented in this
topic for guidance.

e Other Income (Non-Employment/Non-Self-Employment)

This section contains stable monthly income requirements for the following income
types:
* Notes receivable
Dividend and interest
Capital gains
Royalty payments
Trustincome
Retirement income
Retirement accountdistributions as income
Survivor and dependent benefitincome
e Long-termdisability income
Social Security Supplemental Security Income
Public assistanceincome
e HomeownershipVoucher Program
Foster-careincome
e Alimony, child supportor separate maintenance payments
e Housing or parsonage allowance
e Incomefrom aforeign source
Mortgage Credit Certificates
e Tax-exemptincome

General Requirements for all Other Income (Non-Employment/Non-Self-

Employment)

e The lender must evaluate the stability and consistency of receipt of all
other non-employment/non self-employment income in accordance with
the requirements outlined in this document.

e Factorsthatmustbe considered in determining the likelihood of continued
consistent receipt of all other non-employment/non-self-employment
income include, but are notlimited to, the following:

o Whether the payments are received pursuant to a written agreement,
court decree, governmentprogram, law and/or regulation

The length of time the payments have been received
The regularity of receiptof theincome

The consistency of the amountofincome

The availability of procedures to compel payment
Whether full or partial payments have been made

The age of each child for which support and/or benefit payments are
made (if applicable)

e Applicable eligibility criteria governing the continued receipt of the income

e For general requirements with respect to income history, stability and
continuance, see the “General Requirements for all Stable Monthly
Income” section previously presented in this subtopic.
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Income, Continued

General Income Non-AUS
Documentation e Allowable Age of Credit Documents and Federal Income Tax Returns
Requirements e Allowable Age of Credit Documents
e For all mortgage loans (existing and new construction), employment and
income documents mustbe no more than four months old on the note date.
e When consecutive credit documents are in the loan file, the most recent
documentis used to determine whether it meets the age requirement. If the
creditdocuments are older than allowed, the lender mustupdate them.

Reference: See the “Properties Affected by a Disaster” subtopic subsequently
presented in the “Appraisal Requirements” topic for exceptions to the allowable
age of credit documents forloansimpacted by a natural disaster.

e Allowable Age of Federal Income Tax Returns

e For some typesof sources of income, Fannie Mae requires lenders to obtain
copies of federal income tax returns (personal returns and, if applicable,

business returns). The “most recent year’s” tax return is defined as the last
return scheduled to have been filed with the IRS. For example,

If Today’s Date is.... Then the Most Recent Year’'s Tax Return would be...
February 15, 2020 2018
April 17, 2020 2019

December 15, 2020 2019

e The following table describes which tax-related documentation to obtain
depending on the application date and disbursement date of the mortgage

loan.

Application Disbursement Documentation Required

Date Date

October 152, October 152, The most recent year's tax return is

[currentyear [currentyear required. The use of a Tax Extension (IRS

minus one]to [ minus one]to Form 4868) is notpermitted.

April 142, April 142,

currentyear currentyear
April 151, The previous year’s tax return (the retum
currentyearto | due in April of the current year) is
June 30, recommended, but notrequired.
currentyear

The lender must ask the borrower whether
heorshehas completed and filed his or her
return with the IRS for the previous year. If
the answer is yes, the lender must obtain
copies ofthatreturn. If the answeris no, the
lender must obtain copies of tax returns for
the priortwo years.

Lenders must only obtain completed and
signed IRS Form 4506—C for transcripts of
tax returns provided by the borrower to the
lender. (Thelenderis notrequired to file IRS
Form 4506—C for tax returns not provided by
the borrower.)
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Income, Continued

General Income Non-AUS, continued

Documentation e
Requirements,

Allowable Age of Credit Documents and Federal Income Tax Returns,
continued

continued e Allowable Age of Federal Income Tax Returns, continued
Application Disbursement Documentation Required
Date Date
October 151, July 1, current | ¢ The lender must obtain the most
[currentyear year to recent year’s tax return, OR all of the
minus oneJto | October 142, following:
April 142, currentyear e A copy of the IRS Form 4868
currentyear (Application  for Automatic
Extension of Time to File U.S.
Individual Income Tax Return)
filed with the IRS,
April 151, April 151,
currentyear currentyear to Note: Thelender mustreview the
to October December 31, total tax liability reported on IRS
142, current currentyear Form 4868 and compare it with
year the borrower’s tax liability from
the previous two years as a
measure of income source
stability and continuance. An
estimated tax liability that is
inconsistent with previous years
may make it necessary for the
lender to require the current
returnsin orderto proceed.
e IRS response from the filing of
IRS Form 4506-C confirming that
no transcripts are available for the
applicabletax year, and
e Returns forthe prior two years
January 1, The most recent year’s tax return is
[currentyear required. Theuse of a Tax Extension (IRS
plus one]to Form 4868) is notpermitted.
April 142,
[currentyear
plus one]
10r the actual April/October filing dates for the year in question as published
orextended by the IRS.
20r the day prior to the April/October filing dates for the year in question as
published or extended by the IRS.
Exception: Forbusiness tax returns, if the borrower’s business uses a fiscal
year (ayear ending on thelastday of any month except December), the lender
may adjustthe dates in the above chartto determine what year(s) of business
tax returns arerequired in relation to the application date/disbursement d ate of
the new mortgageloan.
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Income, Continued

General Income Non-AUS, continued

Documentation e Determining the Need for Federal Income Tax Returns

The lender must obtain copies of the borrower’s signed federal income tax
returns filed with the IRS for the past one or two years (depending on the
income type) for the following sources of income or employment. Tax retums
are required if the borrower:

Requirements, .
continued

is employed by family members (two years’ returns);

is employed by interested parties to the property sale or purchase (two
years’ returns);

receives rental income from an investment property;

receives income from temporary or periodic employment (or
unemployment) or employment that is subject to time limits, such as a
contract employee or a tradesman;

receives income from capital gains, royalties, or other miscellaneous non-
employment earnings reported on IRS Form 1099;

receives income that cannot otherwise be verified by an independent and
knowledgeable source (two years’ returns);

uses foreign income to qualify;

uses interest and dividend income to qualify;

uses tip income reported on IRS Form 4137 that was not reported by the
employer on the W-2 to qualify; or

receives income from sole proprietorships, limited liability companies,
partnerships, or corporations, or any other type of business structure in
which the borrower has a 25% or greater ownership interest. Borrowers
with a 25% or greater ownership interest are considered self-employed.
The lender must document and underwrite the loan application using the
requirements for self-employed borrowers, as described in the “Self-
Employment Income” subtopic.

See the “Requirements and Uses of IRS IVES Request for Transcript of Tax
Return Form 4506-C” section subsequently presented in this subtopic for
information about obtaining tax return transcripts.

See the “Allowable Age of Federal Income Tax Returns” section previously
presented in this topic for information about the age of tax returns.

e Standards for Employment Documentation
General Documentation Requirements

The lender must verify employment income for all borrowers whose
income is used to qualify for the mortgage loan. This verification can be
provided by the borrower, by the borrower’s employer, or by a third-party
employment verification vendor.

Any available technology may be used to reproduce copies of the
documents in the mortgage loan file, such as a photocopier, facsimile
machine, document scanner, or camera. Copies of documents provided
by the borrower may be photos or scanned versions of the original
documents and can be delivered to the lender in hardcopy or via email or
other electronic means.
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Income, Continued

General Income Non-AUS, continued

Documentation e Standards for Employment Documentation, continued

Requirements, e Employment Documentation Provided by the Borrower

continued e The following table provides requirements for documentation provided by
the borrower.

Requirements — Paystubs and W-2s

e The paystub must be dated no earlier than 30 days prior to the initial loan
applicationdate and itmust include all year-to-date earnings. Additionally,
the paystub must include sufficient information to appropriately calculate
income; otherwise, additional documentation mustbe obtained.

e Paystubs must comply with “Allowable Age of Credit Documents and
Federal Income Tax Returns” guidance.

e |IRS W-2 forms must cover the mostrecent one- ortwo-year period, based
on the documentation requirements for the particularincome type. The W-
2 forms must clearly identify the borrower as the employee.

e "Mostrecent” W-2 isdefined as the W-2 for the calendar year priorto the
current calendar year. Alternative documentation, such as an IRS Wage
and Income (W-2) Transcript, a written Request for Verification of
Employment (FEorm 1005 or Form 1005(S)) (see below) orthe final year-to-
date paystub, may be used as long as adeguate informationis provided.

e Documents must be computer-generated or typed by the borrowers
employer(s), although paystubs that the borrower downloads from the
internet are also acceptable. Documents must clearly identify the
employer’s name and source ofinformation.

e The documents mustclearly identify the borrower as the employee.

The information must be complete and legible.

The original source of the information must be a third party, such as the
borrower's human resources department, personnel office, payroll
department, company's payroll vendor, or supervisor.

Requirements — Tax Returns
e Whenrequired, personal federal income tax returns must be copies ofthe
original returns thatwere filed with the IRS. All supporting schedules must
be included.

e Alternatively, thelender may obtain applicable transcripts of federal income
tax returns. See “Requirements and Uses of IRS Form 4506-C” for
guidance.

e “Mostrecent” tax return is defined as the lastreturn scheduled to have been
filed with the IRS. See “Allowable Age of Credit Documents and Federal
Income Tax Returns” for guidance.

The information mustbe complete and legible.

e FEach tax return must be signed by the borrower unless the lender has
obtained one ofthe following signature alternatives:
e documentation confirming thatthe tax returns were filed electronically,
e acompleted IRS Form4506-C (signed by the borrower) for the year in
guestion, or
e IRS transcripts thatvalidate the tax return.
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Income, Continued

General Income Non-AUS, continued
Documentation e Standards for Employment Documentation, continued
Employment Documentation Provided by the Borrower’s Employer

Requirements, .
continued

The lender may use the Request for Verification of Employment (Form
1005 or Form 1005(S)) to document income for a salaried or
commissioned borrower. The date of the completed form must comply
with “Allowable Age of Credit Documents and Federal Income Tax
Returns” guidance.

The information on the Form 1005 or Form 1005(S)) must be legible. The
following fields on the form are optional:

Field # Title of Optional Field

11 Probability of continued employment

14 If overtime or bonus is applicable, is its continuance likely?

16 Date ofapplicant’s next pay increase

17 Projected amount of nextpay increase

18 Date ofapplicant’s last pay increase

19 Amount oflast pay increase

24 Reason for leaving (Part Il — Verification of Previous Employment)

Theremaining fieldsonthe form mustbe completed as applicable to the borrower.
Forexample, overtime may notbe completed if the borroweris in a position that
does notpay overtime.
When the borrower authorizes the lender to obtain verifications of employment
and income directly from the employer, the lender must have the borrower sign
Form 1005 or Form 1005(S)
Alternatively, the lender may have the applicant sigh a signature authorization
form, which gives the lender blanket authorization to request the information it
needs to evaluate the applicant’s creditworthiness.
e Blanket Authorization Form
The lender obtains the borrower’s signature on the following Blanket
Authorization form to obtain the documentation needed to evaluate the
borrower’s creditworthiness.

This borrower-signed document gives the lender blanket authorization to
request the information needed to document the borrower’s creditworthiness.
| hereby authorize (the “lender’) to verify
my past and present employment earnings records, bank accounts, stock
holdings, and any other asset balances that are needed to process my
mortgage loan application. | further authorize
(the “lender’) to order a consumer credit report and verify other credit
information, including past and present mortgage and landlord references. It
is understood that a photocopy of this form also will serve as authorization.
The information the lender obtains is only to be used in the processing of my
application for a mortgage loan.

The lender attaches a copy of the Blanket Authorization form to each Form
1005 / Form 1005(S)) or Form 1006 / Form 1006(S) sent to a verifying
institution. The information must be requested directly from the institution. The
completed form(s) mustbe signed and dated, and mustbe sentdirectly from
the verifying institution.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Income, Continued

General Income Non-AUS, continued
Documentation e Standards for Employment Documentation, continued

Requirements,
continued

Employment Documentation Provided by a Third-Party Employment
Verification Vendor

The lender may receive employment and income verification directly from a
third-party employmentverificationvendor. These verifications are acceptable
aslongas

the borrower provided proper authorization for the lender to use this
verification method,

the date of the completed verification is in compliance with “Allowable Age of
CreditDocuments and Federal Income Tax Returns” guidance,

the lender has determinedthat the vendor has made provisions to comply with
reasonable quality control requests from both the lender and any subsequent
mortgagee, and

the lender understands it will be held accountable for the integrity of the
information obtained from this source.

If necessary, the lender must supplement these verifications by obtaining any
missing information from the borrower or his or heremployer.

e Requirements and Uses of IRS IVES Request for Transcript of Tax Return Form

4506-C

Use of IRS Form 4506-C to Validate Borrower Income Documentation

The IRS Form 4506-Cis a form thatcan be utilized by authorized IRS
Income Verification Express Service (IVES) participants to order tax
transcripts electronically with the consent of the taxpayer.

Fannie Mae requires lenders to have each borrower whose income
(regardless of income source) isused to qualify for the loan to complete and
sign a separate IRS Form 4506-C at or before closing. An alternate form is
also acceptable if it authorizes the release of comparable tax information for
the IRS. As noted below, it may be necessary to have the borrower complete
and sign multiple IRS Form 4506-Cs depending on the transcripts required to
validate the income.

Note: Borrowers withincome from Puerto Rico mustuse Modelo SC 2907
(Solicitud De Copia De Planilla, Relevo De Herencia Y De Donacion) rather
than IRS Form 4506-C. Applicable forms or processes for eligible borrowers
filing tax returnsin other U.S. territories mustbe adhered to and obtained
when required.

If the lender submits the IRS Form 4506—C to the IRS prior to closing, the
transcript(s) mustbe usedto validate the income documentation provided by
the borrower and used in the underwriting process. In this case, because the
lender has already received the tax transcript(s), an additional signed IRS
Form 4506-C is notrequiredto be signed by the borrower. See the topic below
on how to address “Rejected IRS Form 1040 Transcripts.”
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

General Income Non-AUS, continued
Documentation Requirements and Uses of IRSIVES Request for Transcript of Tax Return Form 4506-

Requirements, C, continued

continued
e Useof IRS Formsto Obtain Federal Income Tax Information
e When federal income tax information is used to documentincome for qualifying
purposes, the lender may obtain transcripts of the applicable federal income tax
documents. Forexample,the lender may obtain Tax Return Transcripts for Form
1040, 1040A, or 1040EZ, or Wage and Income Transcripts for W-2s, 1098s, and
1099s. However, in certain instances, copies of the actual returns, schedules, or
forms are needed because the tax return transcripts will not provide the detall
required to qualify the borrower. For example, the lender must obtain copies of
Schedules B through F, Schedule K-1, or business returns. These schedules or
formsare notrequired if:
o the incomereflected on the applicable schedule transcriptsis positive, and
e theincome supported by thatschedule orformis not being usedfor qualifying.
e Completing and Submitting the IRS Authorization Form
e IRS Form 4506—C can be used to obtain transcripts for up to four years or tax
periods but only one tax form number can be requested per each IRS Form

4506—C. Forexample,itis necessary to complete two IRS Form 4506—Cs for

a self-employed borrower whose income documentation includes both two

years of personal taxreturns and two years of business tax returns. One IRS

Form 4506—C will be required to obtain a transcript of the personal 1040

returns and another will be required for the business returns (Form 1065,

Form 1120, Form 1120A, etc.).

e Lendersmust:

o fillinasthe recipientof the tax documents —either its name or the name
of the servicer, if servicing will be transferred within 120 days of the
taxpayer signing the form;

e indicate that the request is for documentation concerning the year or
years forwhich the borrower’sincomewas or will be used in underwriting
the loan;and

e date the form(s) with the date on which the borrower signs the form (or
ascertain that the borrower dates the form when he or she signsit).

o IRS Forms4506-C isvalid for 120 days after com pletion (including signature)
by the borrower.

Note: The borrower should notbe required to signan IRS authorization form

before all items on the form, including the transcript being requested, the

years/tax periods, and the date, have been completed.
e Retaining the Tax Documents
e All tax documents, including either the IRS Form 4506-C or the tax
transcript(s) received from the IRS, and any subsequent explanation or
documentation of discrepancies must be retained in the loan file for QC
review.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Income, Continued

General Income Non-AUS, continued
Requirements and Uses of IRS Request for Transcript of Tax Return Form
4506-C, continued

Documentation
Requirements,

continued e Rejected IRS Form 1040 Transcripts =Truist Guidance

e When the IRS rejects the borrower’s request for 1040 tax transcripts due to
identity theftor otherreasons, Truist will accept alternative documentation. Do
not use these guidelines when a “no record found” or “data does not match”
response isreceived from the IRS.

e Lenders should use discretion when validating the borrower’s income. This
could include items such as the prior year tax transcripts, a police report,
institutional written VOES, bank statements supporting payroll deposits, or any
other documentation deemed supportive, based upon the specific situation.

e Followthe guidelines outlined in the table below when the IRS rejects an IRS
Form 4506-C requestforidentity theftor otherreasons.

When the Reason | Then provide...
for the IRS
Rejection is...
e Unableto Evidencethe IRS rejected the IRS Form 4506-C request,
Process, or A borrower-obtained Record of Account Transcript, in pdf
e Limitation format, for all applicable years missing from the www.irs.gov
website, and

A signed IRS Form 4506-C for the year(s) impacted by the IRS

rejection.

This transcript must validate that the documents provided by the

borrower are accurate and may not be used in lieu of the tax

returns provided by the borrower.
Identity Theft Proof identification theft was reported to and received by the

IRS (IRS Form 14039) or

A copy of the notification from the IRS alerting the taxpayer to

possibleidentification theft, and

Validation ofthe reported income on the tax returns by providing

the following documentation:

e Borrower obtained Record of Account Transcript, in pdf
format, for all applicable years missing from www.irs.gov,
or all ofthe following:

e W-20r1099 transcripts which match the W-2 or 1099
incomereflected on the transcripts,

e Validation of priortax year(s) income (income for the
currentyear must be comparableto priorto year(s),

e 1099 Mortgage interestshould match reported interest
on Schedule A or Schedule E (if applicable),

e 1099G Unemployment should match reported
unemployment (ifapplicable),

e 1099 Dividend and Interest should match reported
dividend and interestincome (ifapplicable)

e Verbal Verification of Employment
e  See the “Verbal Verification of Employment (VVOE) / 10-Day Pre-Closing Verification

(PCV)” subtopic subsequently presented in this topic for guidance.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

General Income Fannie

Mae DU

Documentation Follow DU requirements, which are the same as non-AUS guidelines, except as

Requirements, follows:

continued e DU

indicates the minimum income verification documentation required to process

a loan application. This level of documentation may not be adequate for every
borrower and every situation. The lender must determine whether additional
documentation is warranted.

e If the lenderis unable to determine the stability of the borrower’s income on the
basis of the available documentation, the income must be removed and the loan
resubmitted to DU.

e Alternative Documentation Requirements for Income Validated by the DU
Validation Service

When a component of the loan file is validated by the DU validation service,
DU will issue a message indicating the required documentation. This
documentation requirement may differ from those subsequently outlined in
this topic.

Forloans with income validated by DU, lenders may rely on the age of tax
transcript methodology provided by the service.

If a borrower’s income is validated by the DU validation service, lenders are
not required to determine if the borrower is employed by a family member or
interested party to the property sale or purchase.

When all of a borrower’s income is validated by the DU validation service, the
lender is not required to obtain a signed IRS Form 4506—C for that borrower.

If a borrower’s self-employment income from a sole proprietorship (as
reported on IRS Form 1040, Schedule C or C-EZ) is validated by the DU
validation service, lenders are not required to obtain the tax returns.
Documentation in accordance with the DU message is acceptable. The DU
message may allow a tax transcript rather than the tax returns.

When employment is validated by DU, DU includes in its assessment the age
of the information in the vendor’'s database. The DU message will include a
date by which the loan must close. This may differ from the age of data and
10 business day requirements outlined in the verbal verification of
employment guidelines. Compliance with the DU message satisfies the
requirement for completing the verification of employment.

Loans that are submitted through the DU validation service must comply with
all requirements pertaining to the DU validation service.

Reference: See “DU Validation Service” in the “Fannie Mae DU Loans” subtopic
subsequently presented in the “Underwriting the Borrower” topic for additional
guidance.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

General Income Freddie Mac LPA

Documentation Follow LPA requirements, which are as follows:
Requirements, e General Documentation Requirements
Introduction to Documentation Requirements

continued .

For all income qualification sources used to qualify the borrower, the
lender must obtain the required documentation and verifications, as listed
in the respective income sections outlined in this document. Additional
documentation may be necessary to evaluate, justify and explain the
gualification of the borrower. All documentation must be maintained in the
mortgage file.

For information about general requirements for verifying documents and
age of documentation, refer to the “General Requirements for Verifying
Documents” and “Age of Documentation” sections subsequently outlined
in this subtopic.

General Requirements for Verifying Documents

Written Verifications

Written verifications must meet all of the following requirements:

e Standard verification forms, such as the original verification of
employment (VOE), must be sent directly from the originator to
the borrower's employer and, upon completion, returned directly
from that entity to the originator

e Facsimile verification forms are acceptable if it is clear from the
document that the information was sent by facsimile transmission
directly from the source to the originator and are considered to be
originals

e The original documents must not contain any alterations,
erasures, correction fluid or correction tape

e The lender’'s mortgage file contains legible copies of the originals

e The copies must have been made by the originator or the
applicant directly from the originals. Copies provided by any other
source, such as the agent or builder, are not acceptable.

An electronic verification is a computer-generated document,
accessed and printed from an intranet or internet, that may be used
to verify information such as the borrower's employment or income.
This includes employment and/or income statements. The borrower
may provide the verification directly, or the originator may obtain it
directly fromthe employer.
The borrower may provide verification of income and employment in
the form of a photocopy (including a picture of a document), facsimile
or electronic verification. If the borrower has provided electronic
verifications, photocopies or facsimiles of other verifications, where
the originator did not view and copy the original documents directly,
the lender is strongly encouraged to reverify the information through
the quality control process.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

General Income Freddie Mac LPA, continued
General Requirements for Verifying Documents, continued

Documentation .
Requirements,
continued

Documents of Foreign Origin

e All documents of foreign origin must be filled out in English or the
originator must provide a translation, attached to each document, and
warrant that the translation is complete and accurate. All foreign
currency amounts must be converted to U.S. dollars.

Age of Documentation

Verifications of employment, income, and current receipt of income must
be dated no more than 120 days before the note date, and must be used
in evaluating the creditworthiness of the borrower. Any information verified
more than 120 days before the note date, must be reverified. Verifications
made after the note date do not satisfy the requirements of this section.
Refer to the “Age of Tax Return Requirements” section subsequently
presented in this subtopic for age of tax return requirements.

For mortgages using automated income assessment with Loan Product
Advisor using tax return data, see “Automated Income Assessment with
Loan Product Advisor Using Tax Return Data” in the “Freddie Mac LPA
Loans” subtopic subsequently presented in the “Underwriting the
Borrower” topic for age of tax return requirements.

In addition, no more than 10 business days prior to the note date, the
lender must confirm the borrower's employment by obtaining a 10-day
pre-closing verification of employment in accordance with the
requirements outlined in the “Verbal Verification of Employment (VWOE) /
10-Day Pre-Closing Verification (PCV)” subtopic subsequently presented
in this topic.

For a self-employed borrower, the lender must obtain a verification of the
current existence of the borrower's business no more than 120 calendar
days prior to the note date in accordance with the requirements outlined
in the “Verbal Verification of Employment (VVOE)/ 10-Day Pre-Closing
Verification (PCV)” subtopic subsequently presented in this topic.
Alternatively, the lender may obtain the verification of employment or the
existence of business, as applicable, after the note date but prior to the
delivery date (to Truist). See the “Verbal Verification of Employment
(VVOE)/ 10-Day Pre-Closing Verification (PCV) subtopic subsequently
presented in this topic for additional information regarding 10-day pre-
closing verifications of employment and applicable documentation
requirements.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Income, Continued

General Income Freddie Mac LPA, continued
Documentation e General Documentation Requirements, continued
Requirements, e Employed Income Documentation and Verification Requirements
continued e YTD Paystub(s)
e The following chart contains requirements and guidance pertaining to
YTD paystubs:

Subject Requirements

YTD Paystubs The YTD paystub(s) must enable the lender to

determine and support the stable monthly income

used for qualification. Ata minimum, the paystub must:

e Clearly identify the employer's name, the
borrower as the employee and the date issued

e Show the time period covered, the current pay
period dates and earnings, andthe complete YTD
earnings

YTD paystubs with less than the required
information

When the YTD paystub does notcontain the required
information (e.g., paystubs that are handwritten or
typed by the employer and do not contain YTD
earnings), the lender must verify the required
information by obtaining additional documentation
(e.g.,written VOE, a review of payroll deposits on bank
statements).

e W-2Forms
e W-2form(s) mustbe the complete Internal Revenue Service (IRS) Form
W-2 distributed by the employerissued for the preceding tax year(s).
o The following documentation may be used in lieu of the W-2 form:

Subject Requirements

Year-end YTD paystub | The year-end YTD paystub(s) or military Leave
or military Leave and and Earnings Statement may be used in lieu of
Earnings Statement the W-2 form(s) provided the documentation
reflects the complete income earned in the
previous calendar year

W-2 transcript for all The W-2 transcript(s) may be used in lieu ofthe
income and earnings W-2 form(s) provided the transcriptreflects the
types complete income earned in the previous

calendar year

e Written VOE
e Allwritten VOEs mustcontain the following information:

e Signature, printed name, titte and contact information (e.g., phone
number) of the authorized employer representative who verified the
information and the date completed

e Borrower'sname and employer's name and address
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Income, Continued

General Income Freddie Mac LPA, continued
Documentation e General Documentation Requirements, continued
Requirements, e Employed Income Documentation and Verification Requirements,
continued continued
e Written VOE, continued
e If the employer provides additional information, such as the probability of

continued employment and/or income, or comments, the lender must
considerthe information with the income and employmentanalysis.

o Referto the “General Requirements for Verifying Documents” section
previously outlined in this subtopic for additional information about
verifying documents.

o The following chart contains additional requirements pertaining to

written VOEs:
Current employment and e Date employmentbegan
income e Current position
e Gross base non-fluctuating
earnings per pay period (e.g.,
monthly, bi-weekly)
e  Fluctuating hourly earnings and
rate of hourly pay
e Year-to-date earnings with paid
through date
e Earnings from either the most
recent one or two-year calendar
period, in accordance with the
requirements outlined in this topic
e Earnings (e.g., base non-
fluctuating, fluctuating hourly,
bonus, overtime, tips,
commissions) must be split into
separate categories for both YTD
and prior year(s) earnings
Current military active-duty e Date employmentbegan
employment base (basic) pay | e Current position
and entitlement income e Base (basic) monthly pay
e  Current monthly  entitlement
income (e.g., rations, clothing,
guarters)
e Year-to-date earnings with paid
through date
e Earnings from most recent one-
year calendar period
Current military Reserve or e Date employmentbegan
National Guard income e  Current position
e Year-to-date earnings with paid
through date
e Earnings from most recent one-
year calendar period
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Income, Continued

General Freddie Mac LPA, continued

Income e General Documentation Requirements, continued

Documentatio e Employed Income Documentation and Verification Requirements,
n continued

Written VOE, continued

Requirements, o
continued

| Requirements
Previous employment and e Date employmentbegan

income Date employment concluded

Position held
Gross earningsamount

10-Day Pre-Closing Verification (10-day PCV)

See the “Verbal Verification of Employment (VVOE) / 10-Day Pre-
Closing Verification (PCV)’ subtopic subsequently presented in this

topic for guidance.

e Third-Party Verification Service Providers: Employment and Income
Verifications

Employment, income and 10-day pre-closing verifications obtained

through third-party verification service providers are acceptable, provided

that the following qualifications are met:

The verifications must be received by the originator directly from the
third-party verification service provider

If any required information is missing, the lender must obtain
additional documentation to supplement the third-party verification
The lender is responsible for ensuring the accuracy and integrity of
the information provided by the third-party verification service
providers

The lender must verify that all third-party verification service providers
have procedures to comply with quality control requests for
reverification from Freddie Mac, the lender, and/or Servicer

Employment and Income Verifications

A copy of the verification must be retained in the mortgage file and

must meet the following requirements:

e Employment and income verifications must contain sufficient
information to determine stable monthly income in accordance
with the requirements outlined in this document

o |If the verification is completed using employment and/or income
information from an electronic database, the verification must
evidence that the information in the database is no more than 35
days old
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Income, Continued

General Income Freddie Mac LPA, continued
Documentation e General Documentation Requirements, continued
Requirements, e Third Party Verification Service Providers: Employment and Income
continued Verifications, continued
e Employment and Income Verifications, continued

Refer to the “Age of Documentation® section previously outlined in this
subtopic for more information about the age of documentaton
requirements.

In lieu of the requirements of this section, for mortgages using automated

income assessmentwith Loan Product Advisor using employer data that

receive a Risk Class of Accept and are underwritten using income
sources that are eligible for representation and warranty relief as
described in the “Automated Income and Asset Assessment with Loan

Product Advisor Using Employer Data” subsection in the “Freddie Mac

LPA Loans” subtopic subsequently presented in the “Underwriting the

Borrower” topic:

e See “Third-Party Verification Service Providers and Income
Verification Reports” in the “Automated Income and Asset
Assessmentwith Loan Product Advisor” subsection in the “Freddie
Mac LPA Loans” subtopic subsequently presented in the
“Underwriting the Borrower” topic for requirements pertaining to
third-party verification service providers and income verifications
from third-party verification service providers.

e 10-Day Pre-Closing Verifications (10-Day PCV)

Verification of the borrower's currentemployment (10-day PCV) mustbe

obtained in accordance with the requirements of this section. Referto the

specific income type subtopics subsequently presented in this topic and

the “Relocation Mortgages” subtopic previously presented in the “Eligible

Transactions” topic within this documentfor additional information about

when a 10-day PCVis or is notrequired

The 10-day PCV, when required, must either be obtained no more than

10 business days prior to the note date, or afterthe note date but priorto

the delivery date (to Truist).

Employment information must be verified and documented by the third-

party verification service provider directly through the electronic database

of the employerorthe employer's third-party payroll services provider and

must contain the following information:

e Name of borrower

e Nameofemployer

e Borrower's currentemploymentstatus

e Any additional information thatwas verified

e Date employmentinformation was issued from the employer to the
third-party verification services provider (e.g., effective date, current
as of date)

e Date verification was issued to the lender by third-party verificaton
services provider

The form used by the third-party verification services provider must

contain the name and contactinformation of the provider.

Continued on next page

Section 2.01
Agency Loan Programs
Correspondent Seller Guide

August 19, 2022
TRUIST HFE Page 216 of 724



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Income, Continued

General Income Freddie Mac LPA, continued
Documentation e General Documentation Requirements, continued
Requirements,

continued e Tax Returns and Tax Return Information: Documentation and Verification
Requirements

Note: Under certain circumstances, the Taxpayer First Act requiresthatthe
taxpayer's consentbe obtained prior to the use and disclosure of the taxpayer's
tax return or tax return information to a third party. If taxpayer consentis required
underthe Act, lenders mustensure thatthe form of consentobtained from the
taxpayer permits the use and sharing of the tax return or tax return information
with and by any actual or potential owners of the mortgage, as well as their
service providers, successors and assigns. The signed consentform mustbe
obtainedin atimely mannerand placed in the mortgage file.

e Tax Return Requirements
e Taxreturnsmustbe:
e The borrower's signed copy of the U.S. federalincome tax return(s)
that were mostrecently filed with the Internal Revenue Service (IRS)
e A complete tax return, including all applicable schedules and forms
(whichincludesall W-2s,K-1s and 1099s)
e The following are acceptable alternatives for the borrower's signature on
the tax return(s):
¢ Evidence the tax returns were filed electronically (e.g., signed Form
8879, IRS e-file Signature Authorization or equivalent)

e Tax transcripts that validate the information on the unsigned tax
returns
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Income, Continued

General Income Freddie Mac LPA, continued

Documentation e

General Documentation Requirements, continued

Requirements, e Tax Returns and Tax Return Information: Documentation and
continued Verification Requirements, continued
e Ageof Tax Return Requirements

o The most recent federal income tax return is the last tax return,
individual and/or business, that was filed with the IRS by the borrower
and, if applicable, the borrower's business. Lenders are encouraged
to always confirm with the borrower that the tax returns provided are
the tax returns most recently filed with the IRS.

e At a minimum, the following date and documentation requirements
must be met, based on the Application Received Date and the Note
Date for the mortgage:

Application | Note Date Age of Tax Return and Other
Received Documentation Requirements
Date
Before: Before: . Most recent federal income tax return(s)
May 17, June 30, 2021 filed with the IRS
2021 e  The mostrecent tax return(s) must be no
olderthan 2019
On or after: Before: If the borrower has filed the 2020 tax return(s)
May 17, June 30, 20217 | with the IRS:
2021 e 2020, 0r2020and 2019, federalincome
All On or after: tax return(s), as applicable, in accordance
June 30, 20217 with the applicable income subtopic
subsequently presentedin this topic
Before:
November1, If borrower has not filed the 2020 tax return(s)
2021 with the IRS:

. Evidence of completed IRS taxfiling
extension(s) for 2020 tax year (e.qg., if
using IRS tax extension forms to evidence
tax filing extension, include IRS Form(s)
4868 and/or 7004, as applicable);

. IRS confirmation verifying tax transcripts
are not yet available forthe 2020 tax year,
and

. 2019, 0r2019 and 2018, federal income
tax returns, as applicable, in accordance
with the applicable income subtopic
subsequently presented in this topic

All On or after: . 2020, 0r2020 and 2019, federalincome

November1, tax returns, as applicable, in accordance

2021 with the applicable income subtopic
subsequently presented in this topic. Use
of a tax filing extension forthe 2020 tax
yearis not permitted.

' For mortgages in states with IRS filing extensions beyond May 17, 2021, the
Application Received Date is the IRS income tax filing due date.

*For mortgages in States with IRS filing extensions beyond May 17, 2021, the Note
Date is the last day of the month following the month of the IRS income tax fiing
due date (e.g., if the IRS taxfiling due date is June, the Note Date is July 31).
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Income, Continued

General Income Freddie Mac LPA, continued
Documentation e General Documentation Requirements, continued

Requirements, o
continued

Tax Returns and Tax Return Information: Documentation and
Verification Requirements, continued

e Age of Tax Return Requirements, continued

The lender must determine the stable monthly income which may
require additional documentation and analysis. Refer to the “Self-
Employment Income” subtopic subsequently presented in this topic
for additional guidance about self-employed income when the tax
returns for the most recent calendar year are notyet available.

e |IRS Tax Transcripts

If a tax transcript is obtained and contains information sufficient to
meet verification requirements, it may be usedinlieu of other required
documentation (e.g., IRS Form W-2); however, the information
provided on the tax transcript often lacks certain information needed
to fully evaluate the stable monthly income.

e For example, individual rental property data, partnership and S
corporation information is not clearly delineated in the tax
transcripts. Conversely, the sole proprietorship information for
Schedule C that is contained in a tax transcript may be an
effective documentation alternative when reviewing the impact of
a business loss incurred by self-employment. See the “Self-
Employment Income” subtopic subsequently presented in this
topic for additional information.

IRS confirmation verifying transcripts are not yetavailable for the prior

calendar year are always recommended, and in certain instances are

required. Refer to the “Age of Tax Return Requirements” section
previously presented in this subtopic for additional information about
age of tax return requirements.

e When Tax Returns are Required

The lender must obtain the borrower's most recent federal income tax
return(s) for certain types of income and/or employment
characteristics if using the income to qualify the borrower. Income
types and/or employment characteristics include the following:

e Tip income — Cash and charge tips reported on IRS Form 4137
e Income from employment by a family member, property seller,
broker or other interested party to the transaction

Employed income from a foreign source

Income reported on IRS Form 1099

Self-employed income

Dividend and interestincome

Capital gainsincome

Royalty payments

Trust income
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Income, Continued

General Income Freddie Mac LPA, continued
Documentation e General Documentation Requirements, continued
Requirements, e Tax Returns and Tax Return Information: Documentation and
continued Verification Requirements, continued
e When Tax Returns are Required, continued

¢ Non-employment/non-self-employment income from a foreign
source
e Tax-exemptincome (optional)
e Rentalincome
e See the applicable income subtopic subsequently presented in this
topic for specific requirements.

e Unreimbursed Employee Expenses Reported on Tax Returns
o Unreimbursed employee expenses reported on the borrower's

federal individual income tax returns are not required to be deducted
from the borrower's income.

¢ |IRS Form 4506-C Requirements for all Income and Asset Qualification
Sources
e All borrowers, whose income is used to qualify or whose assets are used
as a basis for repayment of obligations, are required to sign Internal
Revenue Service (IRS) Form 4506-C (or an alternate form acceptable to
the IRS that authorizes the release of comparable tax information). The
Form 4506-C must be signed no later than the note date.

Reference: See the “Assets as Qualifying Income / Assets as a Basis
for Repayment of Obligations (LPA Terminology)” subtopic subsequently
presented in this topic for additional guidance regarding assets used as
a basis for repayment of obligations.

e If submitting the Form 4506-C to the IRS, the lender must ensure that the
IRS receives the form prior to the form's expiration date. The lender must
retain the tax documentation received back from the IRS in the mortgage
file.
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Income, Continued

General Income Freddie Mac LPA, continued

Documentation e General Documentation Requirements, continued

Requirements, e |IRS Form 4506-C Requirements for all Income and Asset Qualification
continued Sources, continued

For borrowers withincome that is derived from sources in Puerto Rico,
Guam or the U.S. Virgin Islands that are exempt from federal income
taxation under the Internal Revenue Code, the above requirements
apply, except as follows:

¢ Inlieu of a Form 4506-C, borrowers with income that is derived from
sources in Puerto Rico must sign the most recent version of
Commonwealth of Puerto Rico Form 2907 titled "Request For Copy
of the Return, Estate or Gift Certificate of Release" (Modelo SC
2907 "Solicitud De Copia De Planilla, Relevo De Herencia Y De
Donacion") for submissionto the Puerto Rico Department of the
Treasury, Internal Revenue Area.

e Borrowers with income that is derived from sources in Guam or the
U.S. Virgin Islands must sign the Form 4506-C (or an alternate form
that authorizes the release of comparable tax information) for
submission to the Guam Department of Taxation and Revenue or
Virgin Islands Bureau of Internal Revenue, as applicable.

For mortgages using automated income assessment with Loan Product

Advisor using employer data that receive a Risk Class of Acceptand are

underwritten using income types that are eligible for representation and

warranty relief as described in the “Automated Income and Asset

Assessment with Loan Product Advisor Using Employer Data”

subsection in the “Freddie Mac LPA Loans” subtopic subsequently

presented in the “Underwriting the Borrower” topic.

o See “Automated Income and Asset Assessment with Loan Product
Advisor” in the “Freddie Mac LPA Loans” subtopic subsequently
presented in the “Underwriting the Borrower” topic for requirements
pertaining to IRS Form 4506-C.

See the section below on how to address “Rejected IRS Form 1040

Transcripts.”

Rejected IRS Form 1040 Transcripts —Truist Guidance

o When the IRS rejects the borrower’s request for 1040 tax transcripts
due to identity theft or other reasons, Truist will accept alternative
documentation. Do not use these guidelines when a “no record
found” or “data does not match” response is received from the IRS.

o Lenders should use discretion when validating the borrower’s
income. This could include items such as the prior year tax
transcripts, a police report, institutional written VOES, bank
statements supporting payroll deposits, or any other documentation
deemed supportive, based upon the specific situation.

o Follow the guidelines outlined in the table below when the IRS
rejects an IRS Form 4506-C request for identity theft or other
reasons.
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Income, Continued

General Income Freddie Mac LPA, continued
Documentation e General Documentation Requirements, continued
Requirements, o |IRS Form 4506-C Requirements for all Income Qualification Sources,
continued continued
e Rejected IRS Form 1040 Transcripts —Truist Guidance, continued

When the Reason Then provide...
for the IRS
Rejection is...
e Unableto e EvidencethelRS rejected the IRS Form 4506-C request,
Process, or e A borrower-obtained Record of Account Transcript, in pdf
e Limitation format, for all applicable years missing from the www.irs.gov
website, and
e Asigned IRSForm4506-C forthe year(s) impacted by the IRS
rejection.

e Thistranscript mustvalidate thatthe documents provided by the
borrower are accurate and may not be used in lieu of the tax
returns provided by the borrower.

Identity Theft e Proofidentification theft was reported to and received by the
IRS (IRS Form 14039) or

e A copy ofthe notification from the IRS alerting the taxpayer to
possibleidentification theft, and

e Validation ofthereported income onthe tax returns by providing
the following documentation:

e Borrower obtained Record of Account Transcript, in pdf
format, for all applicable years missing from www.irs gov,
orall ofthe following:

e W-20r1099 transcripts which match the W-2 or 1099
income reflected on the transcripts,

e Validation of priortax year(s) income (income for the
currentyear must be comparableto priorto year(s),

e 1099 Mortgageinterestshould match reported interest
on Schedule A or Schedule E (if applicable),

e 1099G Unemployment should match reported
unemployment (ifapplicable),

e 1099 Dividend and Interest should match reported
dividend and interestincome (ifapplicable)
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

General Income Freddie Mac LPA, continued

Documentation

Requirements, e Employed Income

continued e Documentation Requirements

See the specific income subtopic subsequently presented in this topic for
documentation requirements pertaining to earnings types for primary
and secondary employment.

To help ensure the most accurate analysis and calculation of stable
monthly income from additional employed income (e.g. commission,
bonus, overtime, tips), a documented breakdown between the base non-
fluctuating earnings or fluctuating hourly earnings and the additional
employed income should be obtained and retained in the mortgage file.

References:

See the “Earnings Types — Requirements and Guidance” section
presented in the “General Income Information” subtopic previously
presented in this topic for additional information about base non-
fluctuating and fluctuating hourly earnings types.

See the “Employment Characteristic” section presented in the
“General Income Information” subtopic previously presented in this
topic for additional documentation that may be required based on
employment characteristics.

See the “Employed Income Calculation Guidance and
Requirements” section presented in the “General Income
Information” subtopic previously presented in this topic for additional
information about income calculation requirements and guidance.

e Self-Employed Income
o See the “Self-Employment Income” subtopic subsequently presented in this
topic for guidance.

e Other Income (Non-Employment/Non-Self-Employment)
e See the specificincome subtopic subsequently presented in this topic for
guidance.
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Income, Continued

IRS Forms The following table lists the IRS forms referenced in this section and provides the full

Reference titles.

IRS Form Number

Form 990

Title

Return of Organization Exempt From Income Tax Form

Form 1040

U. S. Individual Income Tax Return

Form 1040,
Schedule B

Interest and Ordinary Dividends

Form 1040,
ScheduleC

Profit or Loss from Business (Sole Proprietorship)

Form 1040,
Schedule D

Capital Gains and Losses

Form 1040,
Schedule E

Supplemental Income and Loss

Form 1040,
Schedule F

Profit or Loss From Farming

Form 1065

U. S Return of Partnership Income

Form 1065,
Schedule K-1

Partner’s Share of Income, Deductions, Credits, eftc.

Form 1099-A

Acquisition or Abandonment of Secured Property

Form 1099-C

Cancellation of Debt

Form 1099-DIV

Dividends and Distributions

Form 1099-MISC

Miscellaneous Income

Form 1120

U.S. Corporation Income Tax Return

Form1120-S

U,S. Income Tax Return for S Corporation

Form1120-S
ScheduleK-1

Shareholder’s Share of Income, Deductions, Credits, etc.

Form 2106

Employee Business Expenses

Form 4506-C

IRS IVES Request for Transcript of Tax Returns

Form 4506

Request for Copy of Tax Return

Form 4797

Sales of Business Property

Form 6252

Installment Sale Income

Form 8821

Tax Information Authorization

Form 8825

Rental Real Estate Income and Expenses of a Partnership or an S
Corporation

Formw-4

Employee’s Withholding Allowance Certificate
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Income, Continued

Alimony, Child  Non-AUS
Supportand/or e Alimony may be accepted as qualifying income if it meets the requirements

Separate described in this section.
Maintenance e Any reported alimony received that is determined to be non-recurring must be
Payments deducted from the borrower’s total income reported on IRS Form 1040.
e Verification requirements for alimony, child support, or separate maintenance are
as follows:

Document that alimony, child support, or separate maintenance will continue

to be paid for at least three years after the date of the mortgage application,

as verified by one of the following:

e A copyof adivorce decree or separation agreement (if the divorce is not
final) that indicates the monthly payment and states the amount of the
award and the period of time over which it will be received.

Note: If a borrower who is separated does not have a separation
agreement that specifies alimony or child support payments, the lender
should not consider any proposed or voluntary payments as income.

e Any othertype of written legal agreement or court decree describing the
payment terms.

e Documentation that verifies any applicable state law that mandates
alimony, child support, or separate maintenance payments, which must
specify the conditions under which the payments must be made.

Check for limitations on the continuance of the payments, such as the age of
the children for whom the support is being paid or the duration over which
alimony is required to be paid.
Document no less than six months of the borrower's most recent regular
receipt of the full payment.
Review the payment history to determine its suitability as stable qualifying
income. To be considered stable income, full, regular, and timely payments
must have been received for six months or longer. Income received for less
than six months is considered unstable and may not be used to qualify the
borrower for the mortgage. In addition, if full or partial payments are made on
an inconsistent or sporadic basis, the income is not acceptable for the purpose
of qualifying the borrower.

Note: The lender may include alimony, child support, or separate maintenance as

income

only if the borrower discloses it on the Form 1003 and requests that it be

considered in qualifying for the loan.

Fannie

Mae DU

Follow DU requirements, which are the same as non-AUS guidelines.
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Income, Continued

Alimony and/or Freddie Mac LPA
Child Support Follow LPA requirements, which are as follows:

Income, e History of receipt: Most recent six months. If the payor has been obligated to

(continued) make payments for lessthan six months, if the payments are not for the fullamount
or are not received on a consistent basis, the income must not be considered for
gualifying.

e Continuance: Document and verify the payor is obligated to make payment to the
borrower for at least the next three years
e Calculation: Use the documented fixed monthly payment amount
e Streamlined Accept and Standard Documentation Requirements:
e Documentation to evidence receipt of the alimony, child support and/or
separate maintenance payment amount for the most recent six months, and
o Copy of the signed court order, legally binding separation agreement and/or
final divorce decree verifying the payor's obligation for the previous six
months, including the amount and the duration of the obligation, and
e For child support income, proof of the ages of the children for which child
support is received
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Income, Continued

Assets as Non-AUS

Qualifying e Employment-Related Assets as Qualifying Income

Income/ e All of the following loan parameters must be met in order for employment-
Assets as a related assets to be used as qualifying income:

Basis for

Repayment of
Obligations Maximum LTV/TLTV/HTLTV e 70%
(LPA e 80% ifthe ownerofthe asset(s) being used to
qualify is at least 62 years old atthe time of
closing. Ifthe asset(s) is jointly owned, all
owners must be a borrower on theloan and the
borrower using the income to qualify mustbe at
least 62 years old at the time of closing.

Terminology)

Minimum Credit Score Higher of 640 or minimum creditscore required per
the transaction type

Loan Purpose Purchase and limited cash-outrefinance only

Occupancy Primary residence and secondhomeonly

Number of Units As permitted by occupancy type

Income Calculation/Payout Divide “Net Documented Assets” by the amortization

Stream term ofthe mortgageloan (in months)

¢ The following table provides the requirements for employment-related assets
that may be used as qualifying income:

Ve Asset Requirements

Assets used for the calculation ofthe monthly income stream must be
owned individually by the borrower, or the co-owner of the assets must
be a co-borrower ofthe mortgageloan.

The documentation mustbe in compliance with the allowable age of
asset documents guidelines. Seethe “General Documentation
Requirements — Assets” subtopic in the “Cash Requirements” topic for
additional information.

Assets must be liquid and available to the borrower and must be sourced

as oneofthe following:

e A non-self-employed severance package or non-self-employed lump
sum retirement package (a lump sum distribution) —these funds
must be documented with a distribution letter from the employer
(1099-R) and deposited to averified asset account.

e For401(k) orIRA, SEP, Keogh retirementaccounts -the borrower
must have unrestricted access to the fundsin the accounts and can
only usethe accountsifdistributionis notalready setup orthe
distribution amountis notenough to qualify. Theaccountand its
asset composition must be documented with the most recent
monthly, guarterly, or annual statement.

If a penalty would apply to adistribution of funds fromthe accountmade

at thetime ofcalculation, then theamountof such penalty applicableto a

completedistribution fromthe account (after costs for the transaction)

must be subtracted to determine the income stream from these assets.
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Income, Continued

Assets as Non-AUS, continued

Qualifying o Employment-Related Assets as Qualifying Income, continued

Income/

Assets as a v/ Asset Requirements

Basis for A borrower must only be consideredto have unrestricted accessto a
Repayment of 401(k) or IRA, SEP, Keogh retirementaccountif the borrower has, as of
Obligations the time of calculation, the unqualified and unlimited right to requesta
(LPA distribution ofall funds in the account (regardless of any possible tax
Terminology), withholding or applicable penalty applied to such distribution).
continued “Net documented assets” are equal to the sum of eligible assets minus:

a. the amount of the penalty that would apply if the account was
completely distributed atthe time of calculation; and

b. the amount of funds used for down payment, closing cost, and
required reserves.

Ineligible assets are non-employmentrelated assets (for example, stock

options, non-vested restricted stock, lawsuits, lottery winnings, sale of

real estate, inheritance, and divorce proceeds). Checking and savings

accounts are generally noteligible as employment-related assets, unless

the source ofthe balancein a checking or savings accountwas froman

eligible employment-related asset (for example, a severance package or

lump sum retirement distribution).

IRA (made up of stocks and $500,000
mutual funds)

Minus 10% of $500,000 ($500,000 (-) $50,000
x .10)

(Assumes a 10% penalty for early
distribution, which must be levied
againstany cash being withdrawn
for closingthetransaction as well
as the remaining funds used to
calculate the income stream.)

Total eligible documented assets (=) $450,000
Minus funds required for closing (-) $100,000
(down payment, closing costs,

reserves)

Net Documented Assets (=) $350,000
Monthly income calculation $972.22/month

($350,000/360 (orapplicableterm
of loan in months))

See Income Calculation/Payout
Stream in table above.

Note: If the mortgage loan does not meet the above parameters, employment-
related assets may still be eligible under other standard income guidelines, such

as “Interest and Dividends Income,” or “Retirement, Government Annuity, and
Pension Income.”
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Income, Continued

Assets as Fannie Mae DU
Qualifying Employment-Related Assets as Qualifying Income
Income/ Follow DU requirements, which are the same as non-AUS guidelines, except
Assets as a as follows:
Basis for ¢ A minimum 640 representative credit score is required
Repayment of e Special Feature Code Requirement
Obligations e Use SFC H31 to identify a loan using employment-related assets as
(LPA ) gualifying income.
Terminology),
continued Non-Employment Related Assets Used for Qualifying Income:
Follow the DU requirements below for loans underwritten using monthly
income derived from the conversion of some or all of the borrower’s non-
employment related liquid assets ("Other Financial Assets”):
e Eligibility Requirements
Maximum e Purchase and Limited Cash-OutRefinance: 80%
LTVITLTV/HTLTV e Cash-OutRefinance: 60%
Minimum e 680 forloans with LTVs less than or equal to 70%
Representative e 720 forloans with LTVs greater than 70%
Credit Score
Ineligible Property Manufactured homes
Types
Occupant/Number e 1-and 2-unitprimary residences
of Units e l-unitsecond homes
e Underwriting/Documentation Requirements
Required Desktop Underwriter (DU)
Underwriting
Method
Required DU Approvel/Eligible
Recommendation
Level
Income Verification | ¢  To determine whether the borrower qualifies for
the Loan, convertthe borrower’s Other Financial
Assets into an income stream as described in the
Monthly Income Stream Calculation section below.
e Theincomederived fromthe monthly income
stream calculation must be entered as “Other
Income” on the Uniform Residential Loan
Application. Other Financial Assets converted into
a monthly income streammay notbe considered
assets available for closing costs or reserves.
e Interest, dividends, and capital gains from Other
Financial Assets (reported onthe borrower’s tax
return) cannotbe used as additional income.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

Assets as Fannie Mae DU, continued

Qualifying ¢ Non-Employment Related Assets Used for Qualifying Income, continued:

Income/
Assets as a
Basis for
Repayment of
Obligations
(LPA
Terminology),
continued

Underwriting/Documentation Requirements, continued

Parameter Requirement

Reserves

The borrower’s minimumreserve requirements may
notbe satisfied using any ofthe Other Financial
Assets.

Asset
Requirements

Other Financial Assets must be owned solely by
the borrower or jointlywith a co-borrower ofthe
loan.

Other Financial Assets used in the calculation of

the monthly income stream must be liquid and

available to the borrower with no penalty.

If the Other Financial Assets are in the form of

stock, bonds, mutual funds, or U.S. savings

bonds, no morethan 70% ofthe value (remaining
after costs for thetransaction) may be used to
determine the income stream because of the
volatile nature of these assets.

If Other Financial Assets arein the form of

demand depositaccount, savings account or

certificate of deposit, 100% of the value may be
used to determine the income stream.

“Net documented assets” are equal to:

e (a) the sum of eligible documented Other
Financial Assets minus any funds thatwill be
used for closingor required reserves,

e (b) minus 30% ofthe remaining value ofany
stocks, bonds, mutual funds, or U.S. savings
bonds assets (after the calculation in (a)).

Example:

Amount held in checking and savings accounts =
$40,000

Amount held as stocks and mutual funds =
$500,000

Funds required for closing (sumofdown
payment, closing costs and reserves =$100,000

Calculation of net documented assets:
Eligible Documented Other Financial Assets:
$540,000

Amount used for Closing Cost: $40,000 cash and
$60,000 stocks and mutual funds

Amount of stocks and mutual funds remaining:
$440,000

$30% of stocks and mutual funds remaining:
$132,000

Net documented assets = $440,000 - 132,000 =
$308,000
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

Assets as Fannie Mae DU, continued

Qualifying ¢ Non-Employment Related Assets Used for Qualifying Income, continued:
Income/

Assets as a e Underwriting/Documentation Requirements, continued

Basis for :

Repayment of
Obligations Minimum Asset The _mini_mum amount ofthe Other Financial Assets
(LPA Amount required is as follows:

. e Purchase and Limited Cash-Out Refinance: The
Ter”.‘ inology), lesser of oneand one halftimes the original UPB
continued and $500,000

e Cash-OutRefinance: $500,000
Minimum Age of The minimum age of the Other Financial Assets is as
Assets follows:
e Purchase and Limited Cash-Out Refinance:
e 12 months with minimum representative
creditscoreof 720 orhigher
e 24 monthswith arepresentative creditscore
less than 720
e Cash-OutRefinance: 24 months
Eligible Asset e Assets Eligible as Other Financial Assets:
Types e The same eligible liquid financial assets that
may be used for the borrower’s reserves are
eligible as Other Financial Assets, as outlined
in “Cash Reserve Requirements” in the “Cash
Requirements” topic subsequently presented
in this document, and
e Fundsfromthe sale ofinvestmentproperties.
e Assets Ineligible as Other Financial Assets:
e Assets that are ineligible as borrower’s
reserves are ineligible as Other Financial
Assets, as outlined in “Cash Reserve
Requirements” (“Unacceptable Sources of
Reserves” section) in the “Cash
Requirements” topic subsequently presented
in this document.
Monthly Income Divide the borrower’s net documented assets by the
Stream Calculation | amortization term of the Loan (in months).
e Special Feature Code Requirement
o Use SFC 579 to identify a mortgage loan with non-employment
related assets used for qualifying income.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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Income, Continued

Assets as Freddie Mac LPA (Assets as a Basis for Repayment of Obligations — LPA
Qualifying Terminology)
Income/ e Follow LPA requirements, which are as follows:
Assets as a e Assets that will be used by the borrower for the repayment of their monthly
Basis for obligations may be used to qualify the borrower for the mortgage, provided
Repayment of that the requirements of this section are met. Form 65, Uniform Residential
Obligations Loan Application, should include information pertaining to the borrower's
(LPA employment and income, even if the borrower qualifies for the mortgage
Terminology), solely based on assets.
continued
e Mortgage Eligibility Requirements
e The assets described in this section may only be used to qualify the
borrower if the mortgage meets all of the following requirements:
e The mortgage is secured by a 1- or 2-unit primary residence or a
second home
¢ The mortgageis eitherapurchase transaction mortgage or "no cash-
out" refinance mortgage
e The mortgage has a maximum loan-to-value (LTV)/total LTV
(TLTV)/Home Equity Line of Credit (HELOC) TLTV (HTLTV) ratio of
80%
e Asset Calculation for Establishing the Debt Payments-to-Income Ratio
e To determine the amount used to establish the debt payment-to-income
ratio, the lender must use the net eligible assets (as described below),
divided by 240.
e The amount of net eligible assets is calculated by subtracting the
following from the total eligible assets:
¢ Any funds required to be paid by the borrower to complete the
transaction (e.g., down payment and closing costs)
e Any gift funds and borrowed funds, and
e Any portion of assets pledged as collateral for a loan or otherwise
encumbered
e Asset Eligibility and Documentation Requirements
o The assets described below may be used to qualify the borrower for the
mortgage, provided that the assets meet the following requirements:
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
investment property transactions. **

Income, Continued

Assets as Freddie Mac LPA, continued
S]léilrl]:)g?g Streamlined Accept and
Assets as a Asset Type Asset Eligibility Requirements Standard.

. Documentation
Basis for Requirements
Repayment of Retirement | e  The retirementassets must be ina Most recent
Obligations Assets retirement accountrecognized by the retirement asset
(LPA Internal Revenue Service (IRS) (e.g., account statement
Terminology), 401(k), IRA) Documentation
continued e  Borrower(s) mustbe the soleowner evidencingasset

e The asset must notcurrently be used as eligibility
a source of income by the borrower requirements are met
e Asofthe notedate, the borrower must
have access to withdrawthe fundsin
their entirety, less any portion pledged
as collateral for a loan or otherwise
encumbered, withoutbeing subjectto a
penalty or an additional early
distribution tax
e Theborrower'srightsto thefundsin the
account must be fully vested
Lump-sum If the lump-sum distribution funds have been Employer distribution
distribution deposited to an eligible retirement asset, letter(s) and/or check-
funds not followtherequirements for retirement assets stub(s) evidencing
deposited to | described above. receiptand type of
an eligible e Lump-sum distribution funds must be lump-sum distribution
retirement derived froma retirement account funds; IRS 1099-R (if
asset recognized by the IRS (e.g., 401(k), it has been received)
IRA) and must be deposited to a Satisfactorily
depository or non-retirement securities documented evidence
account of thefollowing:
e A borrower must have been the e Fundsverified in
recipientofthe lump-sumdistribution the non-
funds retirement
e Parties notobligated on the mortgage accountand
may nothave an ownership interestin used for
the accountthatholds the funds from qualification must
the lump-sumdistribution have been
e The proceedsfromthelump-sum derived from
distribution mustbe immediately eligible
accessiblein their entirety retirement assets
e The proceedsfromthelump-sum e Lump-sum
distribution mustnothave been or distribution funds
currently be subject to a penalty or early must nothave
distribution tax been or currently
be subjectto a
penalty or early
distribution tax
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Income, Continued

Assets as Freddie Mac LPA, continued
IQuaIIfyl;lg A T Asset Eligibility Streamlined Accept and Standard
:COTe SRl UYDE Requirements Documentation Requirements
SSElS as a Depository The borrower must e Streamlined Accept: Provide an
Basis for Accounts and solely own assets or, if account statement covering a
Repayment of Securities asset is owned jointly, one-month period or adirect
Obligations each asset owner must accountverification (i.e., VOD)
(LPA be a borrower on the e  Standard Documentation:
Terminology), mortgage and/or on the Provide accountstatement(s)
continued title to the subject covering atwo-month period or
property a directaccountverification

At least one borrower (i.e., VOD)

who is an account

owner must be at least OR, regardless ofthe

62 yearsold documentation level:

As of the notedate, the | e  Forsecuritiesonly,ifthe

borrower must have borrower does notreceive a

access to withdrawthe stock/security account

funds in their entirety, statement

less any portion e Provideevidencethe

pledged as collateral for security is owned by the

aloan orotherwise borrower, and
encumbered, without e  Verify value using stock
being subjectto a prices froma financial
penalty publication or website

Accountfunds must be

located in a United e Documentation evidencing

States- or State- asset eligibility requirements are

regulated financial met

institution and verifiedin | ¢ Sourcing deposits:

U.S. dollars e Thelender mustdocument
the source offunds for any
depositexceeding 10% of
the borrower's total eligible
assets in depository
accounts and securities,
and verify the depositdoes
notinclude gifts or
borrowed funds, or reduce
the eligible assets used to
qualify the borrower by the
amount ofthe deposit

e Whenthesourceof funds
can be clearly identified
from the deposit
information onthe account
statement (e.g., direct
payroll deposits) or other
documented income or
asset sourcein the
mortgagefile,the lenderis
notrequired to obtain
additional documentation
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and
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Income, Continued

Assets as Freddie Mac LPA, continued

Qualifying

Income/ Asset Tvpe Asset Eligibility Streamlined Accept and Standard
Assets as a yp Requirements Documentation Requirements
Basis for Assets from the The borrower(s) must Most recentthree months'
Repayment of sale ofthe be the sole owner(s) of depository or securities account
Obligations bor(ower's the proceedsf_romthe statements _

(LPA business sale ofthe b_usmess that Fully executed_ c|03|_ng _

. were depositedto the documents evidencingfinal sale
Terminology), depository ornon- of business to include sales
continued retirement securities priceand netproceeds

account Contractfor sale of business
Parties notobligated on Most recentbusiness tax return
the mortgage may not priorto sale of business

have an ownership Satisfactorily documented
interestin the account evidence ofthefollowing:

that holds the proceeds e Funds verified inthenon-
from the sale of the retirement accountand
borrower's business used for qualification must
The proceeds fromthe have been derived fromthe
sale ofthe business sale ofthe borrower's
must be immediately business

accessiblein their

entirety

The saleof the

business must nothave

resulted in the following:

retention of business

assets, existing secured

orunsecured debt,

ownershipinterestor

seller-held notes to

buyer of business

e Special Feature Code Requirement
e Use SFC H31to identify the loan as using assets as a basis for repayment of

obligations.

Notes:

e Truist Clarification: If the mortgage loan does not meet the above parameters,
assets as a basis for repayment of obligations may still be eligible under other
standard income guidelines, such as ‘“Interest and Dividends Income,” or
“Retirement, Government Annuity, and Pension Income.”

e Freddie Mac LPA is not able to recognize assets as a basis for repayment of
obligations or retirement account distributions as income; therefore, these
guidelines will need to be applied outside of LPA.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

Automobile Non-AUS
Allowances e Foran automobile allowance or expense account payment to be considered as
and Expense acceptablestable income, the borrower musthave received paymentsfor at least
Account two years. The lender must add the fullamount of the allowance to the borrower's
Payments monthly income, and the full amount of the lease or financing expenditure to the
borrower’'s monthly debt obligations.
Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.
Freddie Mac LPA
Follow LPA requirements, which are as follows:
e History of receipt: Two-years, consecutive
e Continuance: Must be likely to continue for at least the next three years
e Calculation: The lender may add the full amount of the allowance to the
borrower's qualifying income, and when calculating the borrower's debt payment-
to-income ratio, the lender must include the full amount of the monthly automobile
financing expense inthe calculation of the borrower's monthly debtpayment. The
lender may not subtract the automobile allowance from the monthly automobile
financing expense.
e Streamlined Accept and Standard Documentation Requirements:
e All of thefollowing:
e YTD paystub(s) documenting all YTD earnings, W-2 forms for the most
recent two calendar years and a 10-day PCV
e Or all ofthe following:
¢ Written VOE documenting all YTD earnings and the earnings for the most
recent two calendar years and a 10-day PCV
Reference: See the “Additional Employed Income/Income History and Stability —
Requirements and Guidance” subtopic subsequently presented within the “General
Income Information” topic for guidance when a history of less than two years, but
not less than one year, may be acceptable.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

Boarder Non-AUS
Income e Generally, rental income from the borrower’'s primary residence (a one-unit
primary residence or the unit the borrower occupies in a two- to four-unit property)
or a second home cannot be used to qualify the borrower. However, Fannie Mae
does allow certain exceptions to this requirement for boarder income.
¢ Income fromboarders in the borrower’s primary residence or second home is not
considered acceptable stable income with the exception of the following:

When a borrower with disabilities receives rental income from a live4n
personal assistant, whether or not that individual is a relative of the borrower,
the rental payments can be considered as acceptable stable income in an
amount up to 30% of the total grossincome thatis used to qualify the borrower
for the mortgage loan. Personal assistants typically are paid by Medicaid
Waiver funds and include room and board, from which rental payments are
made to the borrower.

e Verification requirements for income from boarders are as follows:

Fannie

Obtain documentation of the boarder’s history of shared residency (such as a
copy of adriver’s license, bills, bank statements, or W-2 forms) that shows the
boarder’s address as being the same as the borrower’s address.

Obtain documentation of the boarder’s rental payments for the most recent 12
months.

Mae DU

Follow DU requirements, which are the same as non-AUS guidelines

Freddie Mac LPA
See “Rental Income from the Borrower’s 1-unit Primary Residence” in the “Rental

Income’

* subtopic subsequently outlined in this document for guidance.
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **
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investment property transactions. **

Income, Continued

Bonus and Non-AUS
Overtime Verification requirements for bonus and overtime income are as follows:

Income °

A minimum history of two years of employment income is recommended.

However, income that has been received for a shorter period of time may be

considered as acceptable income, as long as the borrower's employment profile

demonstrates that there are positive factors to reasonably offset the shorer

income history. Borrowers relying on overtime or bonus income for qualifying

purposes must have a history of no less than 12 months to be considered stable.

Obtain the following documents:

e acompleted Form 1005 or Form 1005(S), or

e the borrower’s recent paystub and IRS W-2 forms covering the most recent
two-year period.

If the borrower has recently changed positionswith his orheremployer, detemine

the effect of the change on the borrower’s eligibility and opportunity to receive

bonus or overtime pay in the future.

If a borrower who has historically been employed on a part-time basis indicates

that he or she will now be working full-ime, obtain written confirmation from the

borrower's employer.

A verbal VOE is required from each employer. See the “Verbal Verification of

Employment (VVOE) / 10-Day Pre-Closing Verification (PCV)" subtopic

subsequently presented in this topic for specific requirements.

References:

See “Variable Income” in the “General Income Information” subtopic previously
presented in this topic for additional information on calculating variable income.
See “Standards of Employment Documentation” in the “General Income
Documentation Requirements” subtopic previously presented in this topic for
additional information about verifying employment income.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA guidelines, which are as follows:

History of receipt: Two-years, consecutive
Continuance: Must be likely to continue for at least the next three years
Calculation: See “Fluctuating Employment Earnings” within the “Employed
Income Calculation Guidance and Requirements” section of the “General Income
Information” subtopic, previously presented in this topic, for calculation guidance
and reguirements.
Streamlined Accept and Standard Documentation Requirements:
e All of the following:
e YTD paystub(s) documenting all YTD earnings, W-2 forms for the most
recent two calendar years and a 10-day PCV
e OR, all of the following:
e Written VOE documenting all YTD earnings and the earnings for the most
recent two calendar years and a 10-day PCV
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** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

Bonus and
Overtime
Income,
continued

Borrowers
Employed by a
Family Member
or Interested
Party to the
Transaction

Borrowers Re-
Entering the

Freddie Mac LPA, Continued

Reference: See the “Additional Employed Income/Income History and Stability —
Requirements and Guidance” subtopic subsequently presented within the “General Income
Information” topic for guidance when a history of less than two years, but not less than one
year, may be acceptable.

Non-AUS

If the borrower is employed by family members or is employed by interested parties to the
property sale or purchase, the lender must obtain copies of the borrower’s signed federal
income tax returns filed with the IRS for the past two years.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA

Follow LPArequirements, which are as follows:

e When a borrower is employed by a family member or by an interested party to the
transaction, the employmentand income is not arm's length. Due to the increased
layering of risk inherentin non-arm's length transactions, further in-depth analysis is
required to determine stability of the income.

e The lender must determine whether the employment represents primary or secondary
employmentand use the applicable requirements for history, continuance, earnings type,
documentation and calculation, as outlined in this document. The following additional
documentation requirement applies (for Streamlined Accept and Standard
Documentation levels):

e Complete signedfederal individual incometax return for the mostrecentyear.

Non-AUS
Truist clarifies the following:

Workforce e Borrowers who are re-entering the workforce after an extended absence may be
considered underthe following requirements.

e Previouswork historyin similar occupation/industry or job re-training/education in a
new field isdocumented to demonstrate stability of income used for qualifying.

e Standard income underwriting guidelines apply based onincome source.

Fannie Mae DU

Follow DU requirements, which are the same asnon-AUS guidelines.

Freddie Mac LPA

Follow LPArequirements, which are as follows:

e Under certain instances, when a borrower has less than a two-year history of primary
employment, the lender may be able to justify and determine that the employment is
stable. An example thatmay supportless than a two-year history of primary employment
includes, butis not limited to, the following:

e For a borrower returning to the workforce after a period of extended absence, for
any reason,documentation is provided to supporta stable employment history that
directly preceded the extended absence.

e Allother standard income guidelines apply based on the income source.
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** Refer to the Correspondent

Agency Overlay Matrix for COVID-19 related restrictions. **
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Income, Continued

Capital Gains Non-AUS

Income ¢ Income received from capital gains is generally a one-time transaction; therefore,
it should not be considered as part of the borrower’s stable monthly income.
However, if the borrower needs to rely on income from capital gains to qualify, the
income must be verified in accordance with the following requirements.

Fannie

Document a two-year history of capital gains income by obtaining copies of
the borrower’s signed federal income tax returnsforthe mostrecent two years,
including IRS Form 1040, Schedule D.

Develop an average income from the lasttwo years (according to the “Variable
Income” section outlined in the “General Income Information” subtopic) and
use the averaged amount as part of the borrower’s qualifying income as long
as the borrower provides current evidence that he or she owns additional
property or assets that can be sold if extra incomeis needed to make future
mortgage loan payments.

Note: Capital losses identified on IRS Form 1040, Schedule D, do not have to
be considered when calculating income or liabilities, even if the losses are
recurring.

Due to the nature of this income, current receipt of the income is not required
to comply with the Allowable Age of Credit Documents guidelines. However,
documentation of the asset ownership must be in compliance with the
Allowable Age of Credit Documents guidelines.

Mae DU

Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA

Follow LPA requirements, which are as follows:

e History of receipt: Most recent two-years of realized capital gains

e Continuance: Document that sufficient assets remain after closing to support
continuance of the capital gain income, at the level used for qualifying, for at least

the

next three years

Calculation: 24-month average
Streamlined Accept and Standard Documentation Requirements:

Copy of complete federal individual income tax returns for the most recent
two-year period reflecting capital gain income; and,
Evidence of sufficient assets to support the qualifying income.
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Income, Continued

Commission Non-AUS
Income Verification requirements for commission income are as follows:

A minimum history of two years of commissionincome is recommended; however,

commission income that has been received for 12 to 24 months may be

considered as acceptable income, as long as there are positive factors to

reasonably offset the shorter income history.

One of the following must be obtained to document commission income:

e a completed Request for Verification of Employment (Eorm 1005 or Fom
1005(S)), or

e the borrower’s recent paystub and IRS W-2 forms covering the most recent
two-year period.

A verbal VOE is required from each employer. See the “Verbal Verification of

Employment (VVOE) / 10-Day Pre-Closing Verification (PCV)” subtopic

subsequently presented in this topic for specific requirements.

References:

See “Variable Income” in the “General Income Information” subtopic previously
presented in this topic for information on calculating variable income.

See “Standards for Employment Documentation” in the “General Income
Documentation Requirements” subtopic previously presented in this topic for
additional information about verifying employmentincome.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.
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Income, Continued

Commission
Income,
continued

Income Type

Freddie Mac LPA
Follow LPA requirements, which are as follows:

Commission Income

Stable Monthly Income

Requirements

History of receipt: Two-
years, consecutive
Continuance: Must be likely
to continue for atleast the
nextthree years
Calculation: See
“Fluctuating Employment
Earnings” withinthe
“Employed Income
Calculation Guidance and
Requirements” section ofthe
“General Income
Information” subtopic,
previously presented in this
topic, for calculation
guidance and requirements.

Streamlined Accept and
Standard Documentation

OR,

All of the following:

Requirements

YTD paystub(s)
documenting all YTD
earnings, W-2forms for
the mostrecent two
calendaryears and a 10-
day PCV

all of the following:
Written verification of
employment (VOE)
documenting all YTD
earnings and the earnings
forthe most recenttwo
calendaryears and a 10-
day PCV

Reference: See the “Additional Employed Income/lncome History and Stability —
Requirements and Guidance” subtopic subsequently presented within the “General
Income Information” topic for guidance when a history of less than two years, but not
less than one year, may be acceptable.

Employment
Offers or .
Contracts

Non-AUS
If the borrower is scheduled to begin employment under the terms of an
employment offer or contract, the lender may deliver the loan, provided all

requirements below are met.

Paystub Not Obtained Before Loan Delivery

This option is limited to loans that meet the following criteria:

purchase transaction,
primary residence,
one-unit property,
the borrower is not employed by a family member or by an
interested party to the transaction, and
the borrower is qualified using only fixed based income.

The lender must obtain and review the borrower’s offer or contract for
future employment. The employment offer or contract must:

clearly identify the employer and the borrower, be signed by the
employer, and be accepted and signed by the borrower;

clearly identify the terms of employment, including position, type
and rate of pay, and start date; and
be non-contingent.
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Income, Continued

Employment Non-AUS, continued

Offers or

Contracts, e Paystub Not Obtained Before Loan Delivery, continued

continued

Note: If conditions of employment exist, the lender must confirm prior
to closing that all conditions of employment are satisfied either by
verbal verification or written documentation. This confirmation must
be noted in the mortgage loan file.

Also, note that for a union member who works in an occupation that
results in a series of short-term job assignments (such as a skilled
construction worker, longshoreman, or stagehand), the union may provide
the executed employment offer or contract for future employment.

The borrower’s start date must be no earlier than 30 days prior to the note
date or no later than 90 days after the note date.

Prior to delivery, the lender must obtain the following documentation
depending on the borrower's employment start date:

If the borrower’s start date is... Documentation Required

The notedate orno morethan 30 e Employmentoffer or contract; and
days priorto the note date e Verbal verification of employment
that confirms active employment
status

No morethan 90 days after the Employment offer or contract
note date

The lender must document, in addition to the amount of reserves required

for the transaction, one of the following:

« Financial reserves sufficient to cover principal, interest, taxes,
insurance, and association dues (PITIA) for the subject property for
six months; or

« Financial resources sufficient to cover the monthly liabilities included
in the debt-to-income ratio, including the PITIA for the subject
property, for the number of months between the note date and the
employment start date, plus one. For calculation purposes, consider
any portion of a month as a full month. Financial resources may
include:

« financial reserves, and
e currentincome.

« Current income refers to net income that is currently being
received by the borrower (or co-borrower), may or may not be
used for qualifying, and may or may not continue after the
borrower starts employment under the offer or contract. For this
purpose, the lender may use the amount of income the
borrower is expected to receive between the note date and the
employment start date. If the current income is not being used
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Income, Continued

Employment oris not eligible to be used for qualifying purposes, it can be
Offers or documented by the lender using income documentation, such
Contracts, as a paystub, but a verification of employment is not required.
continued

« Special Feature Code Requirement
« Use SFC 707 to identify loans where the borrower’s offer or
contract for employment and income is used to underwrite and
close the loan.

Truist Note: Truist does not offer Fannie Mae’s “Option #1 - "Paystub Obtained
Before Loan Delivery” requirements for employment offers or contracts.

Fannie Mae DU

Follow DU requirements, which are the same as non-AUS guidelines, except as

follows:

« If theloanis delivered prior to the borrower starting employment, the lender
must document, in addition to the amount of reserves required by DU, one of
the following:

« Financial reserves sufficient to cover principal, interest, taxes, insurance,
and association dues (PITIA) for the subject property for six months; or

« Financial resources sufficient to cover the monthly liabilities included in the
debt-to-income ratio, including the PITIA for the subject property, for the
number of months between the note date and the employment start date,
plus one. For calculation purposes, consider any portion of a month as a full
month. Financial resources may include:
- financial reserves, and
e currentincome.

« Current income refers to net income that is currently being received
by the borrower (or co-borrower), may or may not be used for
gualifying, and may or may not continue after the borrower starts
employment under the offer or contract. For this purpose, the lender
may use the amount of income the borrower is expected to receive
between the note date and the employment start date. If the current
income is not being used or is not eligible to be used for qualifying
purposes, it can be documented by the lender using income
documentation, such as a paystub, but a verification of employment
is not required.

Note: DU will issue a verification message related to employment offers and
contracts if the borrower’s current employment start date is blank or after the
date the loan casefile was created.
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Income, Continued

Employment Freddie Mac LPA
Offers or Follow LPA requirements, which are as follows:

Contracts, .
continued .

Employment Contracts inthe Educational Industry

It is common for borrowers who work in the educational industry, such as
teachers, to be employed under renewable or term employment contracts.
For the educational field, if the borrower provides an annually renewable or
term contract, it is reasonable to consider continuance of receipt, provided the
lender does not have knowledge or documentation to the contrary.

Employment Contracts in Other Industries

If an employment contract is provided, it may also be considered for the
purposes of determining stable monthly income.

When making the determination of employment history, income stability and the
monthly income amount, the lender must take into consideration factors such as
whether or not employment contracts are reasonably common to the particular
employment field and/or region, the pay structure outlined within the terms of
the contract and whether the borrower has demonstrated the ability to maintain
consistent employment and income with this form or a similar form of pay
structure over the most recent two years.

Obtain a documented two-year history of income and employment in the same
or a similar employment field or industry when the terms of the employment
contractdo not include a base non-fluctuating pay structure.
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Income, Continued

Employment Freddie Mac LPA, continued

Offers or
Contracts, e Income Commencing after the Note Date
continued e Forborrowers starting new employment or receiving a future salary increase
from their current employer, income commencing after the note date may be
considered a stable source of qualifying income, provided all requirements in
the following table are met.
Eligible Employmentand income must meet the following requirements:
Employment e Incomemust be from new primary employmentor afuture
and Income salary increase with the currentprimary employer
¢ Income must be non-fluctuating and salaried (e.g., hourly
earnings are not permitted), and
e The borrower's employer mustnotbe a family member or an
interested party to the real estate or mortgage transaction
Start Date of the | «  Must be no later than 90 days after the note date
New ¢ May be before or after the delivery date
Employment or
Future Salary
Increase, as
applicable
Eligible Loan The mortgage must be originated for one ofthe following purposes:
Purpose e Purchase transaction
e "No cash-out"refinance
Eligible The mortgaged premises mustbe a 1-unitprimary residence
Mortgaged
Premises
Verification of In additionto funds required to be paid by the borrower and
Additional borrower reserves, the lender must verify additional funds inthe
Funds borrower's depository and/or securities account(s) thatequal no
less than the sum of the monthly housing expense and other
monthly liabilities, multiplied by the number of months between the
note date and the start date ofthe new employment/future salary
increase, plus one additional month. Apartial month is counted as
one month forthe purpose ofthis calculation.
The amount of the required additional funds, as described above,
may be reduced by the amount of verified gross income that any
borrower on the mortgage is expected to receive between the note
date and the start date ofthe new employment, whether or notthis
incomeis used to qualify for the mortgage or is expected to continue
after the start date of the new employment/future salary increase.
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Income, Continued

Employment
Offers or .
Contracts,
continued

Additional
Funds,
continued

Verification of

Lenders may use the followingworksheetto assistwith the
additional funds calculation:

Calculation for Verification of Additional Funds Worksheet

Freddie Mac LPA, continued
Income Commencing after the Note Date, continued

Subject Requirements

Calculation for Verification of Additional Funds Worksheet

Total monthly housing expense $

Monthly debt payment $

Linel + Line 2 $

BIWIN |-

Number of months between note date
and start date of new
employment/future salary increase (a
partial month =1 month) + 1 month

(&)

(Line 3) x (Line 4) $

Borrower's verified gross income $
expected between note date and start
date of new employment

Line5 - Line 6 $

(Thisisthe
amount of
additional funds
the lender must

verify)

Required

Documentation

The following documentationis required:

Copy ofthe employment offer letter, employment contract or

other evidence ofthe future salary increase from the current

employerthat:

e Is fully executed and accepted by the borrower

e Isnon-contingentor provide documentation, such as a
letter or e-mails fromthe employer verifying all
contingencies have been cleared, and

e Includestheterms of employment, including employment
start date and annual income based on non-fluctuating
earnings

For a future salary increase provided by the borrower's current

employer, the above documentation mustindicate that the

increaseis fully approved and is explicitly granted to the

borrower

A 10-day pre-closing verification (PCV) verifying the terms of

the employment offer letter, contract or future salary increase

have notchanged

Reference: See the “Verbal Verification of Employment
(VVOE) / 10-Day Pre-Closing Verification (PCV)” subtopic
subsequently presented in this topic for additional information.

Documentation of additional funds, as required above
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Income, Continued

Employment Freddie Mac LPA, continued

Offers or
Contracts,
continued

Truist Notes:

e The above guidelines reflect Freddie Mac’s “Option #1” requirements
for income commencing after the note date.

e Truist does not offer Freddie Mac's Option #2 requirements for income
commencing after the note date (where Freddie Mac indicates the
commencement of income from new primary employment must be
before the delivery date and where Freddie Mac also permits cash-out
refinance, 2-4 unit primary residence, second home, and 1-4 unit
investment property transactions).

Special Feature Code Requirement
¢ Use SFC 707 to identify a mortgage where the borrower qualifies with
income commencing after the note date.

Farmland Non-AUS

Income o

Income received from farming is calculated on IRS Form 1040, Schedule F, and
transferred to IRS Form 1040.

Note: Other income on Schedule F may representincome thatis not obtained
from the borrower’s farming operations.

The lender may need to make certain adjustments to the net income amount that
was transferred to IRS Form 1040. For example, certain federal agricultural
program payments, co-op distributions, and insurance or loan proceeds are not
fully taxable, so they would not be reported on IRS Form 1040. These income
sources may or may not be stable or continuous and could be a one-time
occurrence.

If the lender verifies that the net income amounts that were transferred to IRS Fomm
1040 are stable, consistent, and continuing, the borrower’s cash flow must be
adjusted by the nontaxable portion of any recurring income from these sources.
Otherwise, the income must be deducted from the borrower’s cash flow.

The lender can adjust the borrower’s cash flow by adding the amount of any
deductions the borrower claimed on Schedule F for depreciation, amortization,
casualty loss, depletion, or business use of his or her home.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

Standard LPA income history, stability, and continuance requirements apply. See
the “General Requirements for all Other Income (non-employment/non-self-
employment)” and “General Requirements for all Stable Monthly Income” sections
in the “General Income Information” subtopic previously presented in this topic for
additional guidance.
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Income, Continued

Foreign Income Non-AUS

Foreign income is income that is earned by a borrower who is employed by a

foreign corporation or a foreign government and is paid in foreign currency.

Borrowers may use foreignincome to qualify if the f ollowing requirements are met.

e The lender must obtain copies of the borrower’s signed federal income tax
returns for the most recent two years that include foreign income.

e The lender must satisfy the standard documentation requirements based on
the source and type of income as outlined in this document.

e All documents of a foreign origin must be completed in English, or the
originator must provide a translation, attached to each document, and ensure
the translation is complete and accurate.

Note: All income must be translated to U.S. dollars.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA

Follow LPA requirements, which are as follows:

Income Type

Stable Monthly Income
Requirements

Streamlined Accept and
Standard Documentation

Requirements

Employed Income
from a Foreign
Source

When a borrower receives
employed income fromaforeign
source, the income may be
consideredfor qualifyingincome
providedtheincomeis reported
on the borrower's U.S. federal
individual income tax return for the
most recentyear, in addition to
meeting the requirements
applicableto theincometype
received fromthe foreign source
(e.g., history of receipt,
continuance, calculation,
documentation).

Completesigned U.S.
federal individual
incometax return for
the mostrecent year,
and

Documentation forthe
applicableincometype
in accordance with the
requirements outlined in
this document

Non-
Employment/Non-
Self-Employment
Income from a
Foreign Source

The income mustbe reported on
the borrower's mostrecentU.S.
federal individual income tax
return. Refer to the income
type(s) listed in this document for
the requirements applicableto the
incometypereceived fromthe
foreign source (e.g., historyof
receipt, continuance, calculation,
documentation).

Copy ofthe borrower's
most recentcomplete
signed U.S. federal
individual income tax
return, and
Documentation forthe
applicableincometype
in accordance with the
requirements outlined in
this document
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Income, Continued

Foster Care Non-AUS

Income e Income received from a state- or county-sponsored organization for providing
temporary care for one or more children may be considered acceptable stable

income if the following requirements are met.

o Verify the foster-care income with letters of verification from the organizations

providing the income

o Document that the borrower has a two-year history of providing foster-care
services. If the borrower has not been receiving this type of income for two full

years, the income may still be counted as stable income if:

e the borrower has at least a 12-month history of providing fostercare

services, and

e theincome does notrepresent more than 30% of the total gross income

that is used to qualify for the mortgage loan.

Fannie Mae DU

Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA

Follow LPA requirements, which are as follows for foster care income received from a

state- or county-sponsored organization:
e History of receipt: Most recent two-years

Continuance: Must be likely to continue for at least the next three years

Calculation: 24-month average

e Streamlined Accept and Standard Documentation Requirements:
o Documentation to evidence receipt of foster-care income for the most recent

two-year period

Gapsin Non-AUS

Employment Truist Note: Prudent underwriting judgment must be applied when analyzing gaps

in employment.

Fannie Mae DU

Follow DU guidelines, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

e The lender must determine that the borrower's income is stable and likely to
continue at the level used to qualify for at least the next three years. The lender
must analyze all income documentation while taking into consideration the
characteristics of the employed income (e.g., employment and income source,
type, and stability of the employment history, including any gaps in employment).
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Income, Continued

Housing or Non-AUS

Parsonage .
Income

Housing or parsonage income may be considered qualifying income if there is
documentation that the income has been received for the most recent 12 months
and the allowance is likely to continue for the next three years. The housing
allowance may be added to income but may not be used to offset the monthly
housing payment.

Note: This requirement does not apply to military quarters’ allowance. For
information on military housing, see the “Military Income” subtopic for guidance.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

History of receipt: Most recent 12 months

Continuance: Must be likely to continue for at least the next three years

Calculation: Use the documented monthly payment amount

The housing allowance may not be used to offset the monthly housing payment.

Streamlined Accept and Standard Documentation Requirements:

o Written verification of employment (VOE), a letter from the employer or
paystubs documenting the amount of the housing or parsonage allowance
and the terms under which it is paid, and

o Documented evidence of the most recent 12 months' receipt of the housing
or parsonage allowance

Note: These requirements do not apply to military housing entitlements or housing
allowance received pursuant to an employee relocation program.

For information on military housing entitlements, see the “Military Income”
subtopic for guidance.

For housing allowance received pursuant to an employee relocation program,
see the “Relocation Mortgages” subtopic previously presented in the “Eligible
Transactions” topic within this document for guidance.
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Income, Continued

Interest and Non-AUS

Dividend .
Income

The taxable interest and dividend income that is reported on IRS Form 1040,
Schedule B, may be counted as stable income only if it has been received for the
past two years. However, the income cannot be counted if the borrower is using
the interest-bearing or dividend-producing asset as the source of the down
payment or closing costs.

o Documentation that the income will continue for three years after loan
application is not required unless there is evidence that the asset will be
depleted

Any taxable interest or dividend income that is not recurring must be deducted

from the borrower’s cash flow.

Tax-exempt interest income may be counted as stable income only if it has been

received for the past two years and is expected to continue. If so, this income can

be added to the borrower’s cash flow.

Verification requirements for interest and dividends income are as follows:

o Verify the borrower's ownership of the assets on which the interest or dividend
income was earned. Documentation of asset ownership must be in
compliance with the Allowable Age of Credit Documents requirements.

e Document a two-year history of the income, as verified by
e copies of the borrower's signed federal income tax returns, or
e copies of account statements.

o Develop an average of the income received for the most recent two years.
See “Variable Income” in the “General Income Information” subtopic
previously presented in this topic for additional information.

e Subtract any assets used for down payment or closing costs from the
borrower's total assets before calculating expected future interest or dividend
income.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

History of receipt: Most recent two-years
Continuance: Document that sufficient assets remain after closing to support
continuance of the dividend and interestincome, at the level used for qualifying,
for at least the next three years
Calculation: 24-month average
Streamlined Accept and Standard Documentation Requirements:
e Copy of either:
e Completefederal individual income tax returns for the most recent two-
year period, or
e Year-end asset account statements for the most recent two years
evidencing all dividend and interest income for each year for the income
producing asset(s),
AND
e Evidence of sufficient assets to support the qualifying income
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Income, Continued

Long-Term Non-AUS
Disability e Generally, long-term disability will not have a defined expiration date and must
Income be expected to continue. The requirement for re-evaluation of benefits is not

considered a defined expiration date.

e If aborroweris currently receiving short-term disability payments that will decrease
to a lesser amount within the next three years because they are being converted
to long-term benefits, the amount of the long-term benefits must be used as
income to qualify the borrower. For additional information on short-term disability,
see the “Temporary Leave and Short-Term Disability Income” subtopic
subsequently presented in this topic.

e Verification requirements for long-term disability income are as follows:

e Obtain a copy of the borrower’s disability policy or benefits statement from the
benefits payer (insurance company, employer, or other qualified disinterested
party) to determine:

e the borrower’s current eligibility for the disability benefits,
e the amount and frequency of the disability payments, and
e if there is a contractually established termination or modification date.

Note: The above requirements do not apply to disability income that is received from
the Social Security Administration. See the “Social Security Income” subtopic
subsequently presented in this topic for information on social security income.

Truist Note: Truist further clarifies that inquiries into or requests for
additional documentation concerning the nature or severity of the disability
or medical conditions of the borrower are not allowed.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.
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Income, Continued

Long-Term Freddie Mac LPA (e.g., Social Security disability benefits, VA disability compensation,
Disability worker's compensation, private disability insurance)
Income, Follow LPA requirements, which are as follows:

continued
( ) Streamlined Accept and

Standard Documentation
RECINENERS

Forall long-term e Historyofreceipt: A e Documentincome type, source,
disability income history ofreceiptis not paymentfrequency, pre-

Stable Monthly Income
Requirements

Income Type

required forthe income to
be considered stable.
e Continuance:

e Long-termdisability
income may be
consideredto have a
reasonable
expectation of
continuance without
obtaining any
additional
documentation
unlessthereis a
pre-determined
insurance and/or
benefit expiration
datethatis less than
threeyears (e.g.,
stated terminationof
a private disability
insurance policy).

e Pendingorcurrent
re-evaluationof
medical eligibility for
insurance and/or
benefitpaymentsis
notconsidered an
indication that the
insurance and/or
benefit payment will
notcontinue.

e Calculation: Usethe
documented fixed
monthly payment amount

determined payment amount
and currentreceiptwithone or
more of the following
documents, as needed: a copy
ofthe benefit verification letter,
award letter, pay statement,
1099, W-2, bank statement(s)
or other equivalent
documentation.

Age of documentation
requirementsas describedin
the “General Income
DocumentationRequirements”
subtopic do not have to be met
for verification ofincome type,
source, payment frequency or
pre-determined amount.

For social security disability
benefits, the lender must obtain
either: (i) acopyofthe Social
Security Administration benefit
verification letteror (ii)
documentation evidencing
currentreceipt, butis not
required to obtain both.

If the disability policy has apre-
determined expiration date
(e.g., certain disability policies
provided by employersand
private insurers), obtain acopy
ofthe certificate of coverage, or
other equivalent documentation
evidencing the policy term.
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Income, Continued

Long-Term Freddie Mac LPA, continued
Disability
Income, Stable Monthly Income

(continued) ECHE VY2

Newly established long-
term disability income

Requirements
Verification of current
receiptis not required;
however, the finalized
terms of the newincome
must be documented. The
income must commence
prior to or on the first
mortgage payment due
date.

The terms that must be
verified include, but are not
limited to, the source, type,
effective date of income
commencement, payment
frequency and pre-
determined payment
amount that will commence
prior to or on the first
mortgage payment due
date.

The documentation must
be dated no more than 120
days prior to the note date.

Streamlined Accept and Standard
Documentation Requirements

. Document the finalized terms of the
newly established income including,
but not limited to, the source, type,
effective date of income
commencement, payment frequency
and pre-determined paymentamount
with a copy of the benefit verification
letter, notice of award letter or other
equivalent documentation fromthe
payor that provides and establishes
these terms.

. The income must commence prior to
or on the first mortgage payment due
date. The documentation must be
dated no more than 120 days priorto
the note date. Verification of current
receiptis not required.

. If the disability policy has a pre-
determined expiration date (e.g.,
certain disability policies provided by
employers, private insurers), obtain a
copy of the certificate of coverage, or
other equivalent documentation
evidencing the policy term.

Future long-term
disability income

Long-term disability
income that will commence
afterthe first mortgage
paymentdue date is
acceptable for qualifying
the borrower only if the
borrower is currently
receiving short-term
disability benefits that will
subsequently convert to
long-term benefits. The
borrower must be qualified
on the lesseramount of
eitherthe long-termor
short-term disability
payments.

For borrowers who are currently receiving
short-term disability income that will be
converted to long-term disability income
afterthe first mortgage payment due date:
. Document the source, type, amount,
and payment frequency of both the
short-term and long-term payments
. Obtain verification of current receipt
of the short-term disability payments
and verification that the borrower will
continue to receive the payments
until the date of conversion to long-
term disability
. The documentation must be dated no
more than 120 days priorto the note
date.

If the long-term disability policy has a pre-
determined expiration date (e.qg., certain
disability policies provided by employers,
private insurers), obtain a copy of the
certificate of coverage, orotherequivalent
documentation evidencing the policy term.

Truist Note: Truist further clarifies that inquiries into or requests for additional documentation
concerningthe nature or severity of the disability or medical conditions ofthe borrower are not

allowed.
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Income, Continued

Military Income Non-AUS

e Military personnel may be entitled to different types of pay in additionto their base
pay.

e Flight or hazard pay, rations, clothing allowance, quarters’ allowance, and
proficiency pay are acceptable sources of stable income, as long as the lender
can establish that the particular source of income will continue to be received in
the future. To verify military base pay and entitlements, the lender must obtain the
borrower's most recent Leave and Earnings Statement (LES).

e Income paidto military reservists while they are satisfying their reserve obligations
also is acceptable if it satisfies the same stability and continuity tests applied to
secondary employment.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

Streamlined Accept and
Standard Documentation
Requirements

Military base (basic) Primary employment earnings All of the following:

Stable Monthly Income

Income T .
come Type Requirements

pay - Military base (basic) pay: e YTD Military Leave and

e History of receipt: For Earnings Statement and
borrowers who are active- W-2 form(s) for the most
duty members of the United recentcalendar yearOR,
States Armed Forces, a all ofthe following:
history of military e  Written VOE
employmentis notrequired documenting all YTD
forthe employmentto be earnings and the
considered stable. earnings for the most

recentcalendar year,
and a 10-day PCV

Military Entitlements [ Additional Employed Income - | All of the following:
(e.g., as flight or Military entitlements: e YTD Leave and Earnings
hazard duty, rations, | e  History of receipt: A history Statement and W-2 form
clothing or quarters of receiptis notrequired for forthe most recent
allowance) the incometo be considered calendar year
stable OR, all of the following:
e Continuance: Must be likely [ «  Written VOE
to continue for atleast the documenting the current
nextthree years monthly fixed entitlement
e Calculation: Current fixed amount(s) and type(s)
monthly amount and the earnings for the

most recent calendar
year, and a 10-day PCV

Continued on next page

Section 2.01 August 19, 2022
Agency Loan Programs T R U l ST ela Page 256 of 724
Correspondent Seller Guide



https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

Military Income,
(continued)

Income Type

Freddie Mac LPA, continued

Streamlined Accept and
Standard Documentation
RELUIEINERES

Stable Monthly Income
RELITEINERES

Military Reserve and | Additional Employed Income - | All of the following:
National Guard Military Reserve and National e  YTD Military Leave and
income Guard income Earnings Statement, W-2
e History of receipt: One form for the mostrecent
year calendaryearand a 10-
e Continuance: Must be likely day PCV
to continue for atleast the OR, all of the following:
nextthree years e  Written VOE
e Calculation: 12-month documenting all YTD
average earnings and the
earnings for the most
recentcalendar year,
and a 10-day PCV
Mortgage Non-AUS
Credit e States and municipalities can issue mortgage credit certificates (MCCs) in place

Certificates

of, or as part of, their authority to issue mortgage revenue bonds. MCCs enable
an eligible first-ime home buyer to obtain a mortgage secured by his or her
primary residence and to claim a federal tax credit for a specified percentage
(usually 20% to 25%) of the mortgage interest payments.

When calculating the borrower's DTI ratio, treat the maximum possible MCC
income as an addition to the borrower’s income, rather than as a reduction to the
amount of the borrower’s mortgage payment. Use the following calculation when
determining the available income:

¢ [(Mortgage Amount) x (Note Rate) x (MCC %)] + 12 = Amount added to

borrower's monthly income.

e Forexample, if a borrower obtains a $100,000 mortgage that has a note
rate of 7.5% and he or she is eligible for a 20% credit under the MCC
program, the amount that should be added to his or her monthly income
would be $125 ($100,000 x 7.5% x 20% = $1500 + 12 = $125).

The lender must obtain a copy of the MCC and the lender's documented
calculation of the adjustment to the borrower’'s income and include them in the
mortgage loan file.

For refinance transactions, the lender may allow the MCC to remain in place as
long as it obtains confirmation prior to loan closing from the MCC provider that the
MCC remains in effect for the new mortgage loan. Copies of the MCC documents,
including the reissue certification, must be maintained in the new mortgage loan
file.

Note: Because the MCC is transaction specific, it does not have to comply with the
allowable age of income documents guidelines.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.
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Income, Continued

Mortgage Freddie Mac LPA
Credit Follow LPA requirements, which are as follows:

Certificates, .
continued

A mortgage credit certificate (MCC) is a certificate issued by an authorized State
or local housing finance agency that documents a federal income tax credit
awarded to a qualified First-Time Homebuyer and/or low or moderate income
homebuyer.

History of receipt: A history of receiptis not required

Calculation:

e The amount used as qualifying income must be calculated as follows:
(Mortgage amount) x (Note Rate) x (Mortgage Credit Certificate rate %)
divided by 12

e The amount used as qualifying income cannot exceed the maximum
mortgage interest credit permitted by the IRS

Streamlined Accept and Standard Documentation Requirements:

e Copy of the MCC

Mortgage Non-AUS

Differential .
Payments
Income

An employer may subsidize an employee’s mortgage payments by paying all or

part of the interest differential between the employee’s present and proposed

mortgage payments.

When calculating the qualifying ratio, the differential payments should be added

to the borrower’s gross income.

The payments may not be used to directly offset the mortgage payment, even if

the employer pays them to the mortgage lender rather than to the borrower.

Verification requirements for mortgage differential payment income are as

follows:

e Obtain written verification from the borrower's employer confirming the
subsidy and stating the amount and duration of the payments.

e Verify that the income can be expected to continue for a minimum of three
years from the date of the mortgage application.

e If this income is used on a purchase transaction, current receipt is not
required to be documented except as verified in the employer letter.

e Forrefinance transactions where the income is continuing with the new loan,
the recent receipt must be in compliance with the allowable age of credit
documents guidelines.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.

Continued on next page

Section 2.01
Agency Loan Programs

August 19, 2022
TRUIST HFE Page 258 of 724

Correspondent Seller Guide


https://www.truistsellerguide.com/manual/cor/products/CAgencyCreditOverlays.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-013.pdf
https://www.truistsellerguide.com/Manual/cor/bulletins/archive/Cr21-014.pdf

** Refer to the Correspondent Agency Overlay Matrix for COVID-19 related restrictions. **

** See Bulletin COR21-013 and COR21-014 regarding ineligibility of Agency non-AUS second home and

investment property transactions. **

Income, Continued

Mortgage Freddie Mac LPA

Differential Follow LPA requirements, which are as follows:

Payments e History of receipt: A history of receiptis not required for the income to be
Income, considered stable

continued Continuance: Must continue for at least the next three years

Calculation: Payments from the borrower's employer for all or part of the housing

payment differential between the borrower's present and proposed morgage

payment. The lender may add the mortgage differential payments to the

borrower's income. The payments may not be used to offset the monthly housing

payment amount used for qualification.

Streamlined Accept and Standard Documentation Requirements:

¢ Agreement from the employer stating the terms including, but not limited to,
the scheduled amount and duration of the payments.

e The documentation must show that the payments are pursuant to an
established, ongoing and documented employer program. The employer must
not be an interested party to the transaction.

Non-Occupant  Non-AUS

Borrower o
Income

For manually underwritten loans the income from a non-occupant borrower may
be considered as acceptable qualifying income. This income can offset certain
weaknesses that may be in the occupant borrower’s loan application, such as
limited income, financial reserves, or limited credit history. However, it may not
be used to offset significant or recent instances of major derogatory credit in the
occupant borrower’s credit history. The occupant borrower must still reasonably
demonstrate a willingness to make the mortgage payments and maintain
homeownership.

If the income from a non-occupant borrower is used for qualifying, the LTV ratios
are limited. See the “Non-Occupant Borrowers” subtopic in the “Eligible
Borrowers” topic previously presented in this document for information about the
maximum LTV, TLTV, and HTLTV ratios that ap ply when non-occupant borrower
income is used for qualifying purposes.

Fannie Mae DU
Follow DU guidelines, which are as follows:

e DU will consider a non-occupant borrower’s income as qualifying income for
a primary residence with certain LTV ratio limitations. See the “Non-Occupant
Borrowers” subtopic in the “Eligible Borrowers” topic previously presented in
this document for information about the maximum LTV, TLTV, and HTLTV
ratios that apply when non-occupant borrower income is used for qualifying
purposes.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

Standard Agency LP Income guidelines (for the applicable income type) apply.
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Income, Continued

Notes Non-AUS

Receivable Verification requirements for notes receivable income are as follows:
o Verify that the income can be expected to continue for a minimum of three years

from the date of the mortgage application.

o Obtain a copy of the note to establish the amount and length of payment.
e Document regular receipt of income for the most recent 12 months.
« Payments on a note executed within the past 12 months, regardless of the

duration, may not be used as stable income.

Fannie Mae DU

Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

o History of receipt: Receipt of payments for the most recent 12 months on a

regular monthly basis

o Continuance: Note must have a remaining term of at least three years
e Calculation: Use the full scheduled payment amount documented on the note
o Streamlined Accept and Standard Documentation Requirements:
o Copy of the note evidencing the terms including, but not limited to, the
scheduled amountand duration of payments, and proof of receipt of payments

for the most recent 12 months

Part-Time Non-AUS

Income Truist Note: Part-time employment may be either primary or secondary employment.
Determine whether the employment repres ents primary or secondary employment and
use the applicable requirements for the earnings type (i.e., history, continuance,

documentation, etc.) as outlined in this document.

Fannie Mae DU

Follow DU requirements, which are the same as non-AUS guidelines.

Freddie Mac LPA
Follow LPA requirements, which are as follows:

o Part-time employment may be either primary or secondary employment, and may
be comprised of base non-fluctuating earnings, fluctuating hourly earnings and/or

additional employed income.

e« The lender must determine whether the employment represents primary or
secondary employment and use the applicable requirements for history,
continuance, earnings type, documentation and calculation, as outlined in this

document.
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Income, Continued

Public Non-AUS
Assistance e Verification requirements for public assistance income are as follows:
Income e Document the borrower’s receipt of public assistance income with letters or

exhibits from the paying agency that state the amount, frequency, and
duration of the benefit payments.

o Verify that the income can be expected to continue for a minimum of three
years from the date of the mortgage application.

o If the income is nontaxable, the lender can develop an adjusted gross income
for the borrower.

Reference: See the “Tax Exempt Income” subtopic subsequently presented
in this topic for additional information.

e Income from Unemployment Benefits
¢ Income from unemployment benefits is typically short-termin nature and can
be considered when qualifying the borrower in the following scenarios:

e The income has been consistently received for at least two years as
verified by copies of the signed federal income tax returns that reflect the
unemploymentincome is associated with seasonal employment. See the
“Seasonal Income / Seasonal Unemployment Income” subtopic
subsequently presented in this topic for additional information.

e The income from unemployment benefits can be used in the calculation
of financial resources that are required under the “Paystub Not Obtained
Before Loan Delivery” option outlined in the “Employment Offers or
Contracts” subtopic, previously presented in this topic.

Fannie Mae DU
Follow DU requirements, which are the same as non-AUS guidelines.
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Income, Continued

Public
Assistance
Income,
(continued)

Income Type

Existing and
established public
assistance income

Stable Monthly Income
Requirements

Evidence ofthe source,

benefit type, payment

frequency, amount, duration

of benefiteligibility and

currentreceipt must be

obtained

e History of receipt: A
history ofreceiptis not
required fortheincome
to be considered stable

e Continuance: All public
assistance income must
be likely to continue for
the nextthree years

e Calculation: Use the
documented public
assistance benefit
amount

Freddie Mac LPA [e.g., Temporary Assistance for Needy Families (TANF)]
Follow LPA requirements, which are as follows:

Streamlined Accept and
Standard Documentation
Requirements

Documentincome source,
benefit type, payment
frequency, pre-determined
paymentamount and
duration of benefit eligibility
with a copy ofthe benefit
verification letter or other
equivalentdocumentation
from applicable agency.
Age of documentation
requirements as described
in the “General
Documentation
Requirements” subtopic do
nothaveto be met.
Documentcurrent receipt
with a copy ofthe bank
statement, benefit
verification letter from
applicable agency or other
equivalentdocumentation.
Age of documentation
requirements as described
inthe “General
Documentation
Requirements” subtopic
must be met.
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Income, Continued

Public Freddie Mac LPA [e.g., Temporary Assistance for Needy Families (TANF)],
Assistance continued
Income,

(continued)

Income Type

Newly established
public assistance
income

Stable Monthly Income

Requirements

Verification of current
receiptis notrequired;
however, the finalized
terms of the new
income must be
documented. The
income must
commence prior to or
on thefirst mortgage
paymentdue date.

The terms that must be
verified include, butare
notlimited to, the
source, benefit type,
duration of benefit
eligibility, effective date
of income
commencement,
paymentfrequency and
pre-determined
paymentamount that
will commence prior to
oronthe firstmortgage
paymentdue date.

Streamlined Accept and
Standard Documentation
Requirements

Documentthe finalized
terms of the newly
established income
including, but notlimited to,
the source, benefit type,
duration of benefit
eligibility, effective date of
income commencement,
paymentfrequency and
pre-determined payment
amount with a copy ofthe
benefit verification letter or
other equivalent
documentation fromthe
applicable agency that
provides and establishes
these terms.
The income must
commence priorto oron
the firstmortgage payment
due date. The
documentation must be
dated no more than 120
days prior to the note date.
Verification of current
receiptis notrequired.
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Income, Continued

Rental Income  Non-AUS
e EligibleProperties

Rental income is an acceptable source of stable income if it can be
established that the income is likely to continue. If the rental income is
derived from the subject property, the property must be one of the following:
e atwo-to four-unit primary residence property in which the borrower
occupies one of the units, or
e aone-to four-unit investment property.
If the income is derived from a property that is not the subject property, there
are no restrictions on the property type. For example, rental income from a
commercial property owned by the borrower is acceptable if the income
otherwise meets all other requirements (it can be documented in accordance
with the requirements below).

e Ineligible Properties

Generally, rental income from the borrower’s primary residence (a one-unit
primary residence or the unit the borrower occupies in a two- to four-unit
property) or a second home cannot be used to qualify the borrower.
However, Fannie Mae does allow certain exceptions to this requirement for
boarder income.

Reference: See the “Boarder Income” subtopic previously presented in this
topic for boarder income requirements.

e General Requirements for Documenting Rental Income

If a borrower has a history of renting the subject or another property, generally

the rentalincome will be reported on IRS Form 1040, Schedule E of the

borrower’s personal tax returns oron Rental Real Estate Income and Expenses

of a Partnership oran S Corporation form (IRS Form 8825) of a business tax

return.

If the borrower does nothave a history of renting the subjectproperty orif, in

certain cases, the tax returns do not accurately reflectthe ongoing income and

expenses of the property, the lender may be justified in using a fully executed

currentlease agreement. Examples of scenarios thatjustify the use of alease

agreementare:

e purchasetransactions,

o refinance transactions in which the borrower purchased the rental property
during or subsequentto the last tax return filing, or

o refinance transactions of a property that experienced significantrental
interruptions such thatincome is notreported on the recent tax return (for
example, major renovation to a property occurred in the prioryear that
affected rental income).

When the subjectproperty will generate rental income, one of the following

Fannie Mae forms mustbe used to supportthe income-earning potential of the

property:

e For one-unitproperties: Single-Family Comparable Rent Schedule (Form
1007) (provided in conjunction with the applicable appraisal report), or

e  Fortwo- to four-unitproperties: Small Residential Income Property Appraisal
Report (Form 1025).
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Income, Continued

Rental Income, Non-AUS, continued

(continued) e Documenting Rental Income From the Subject Property
e The lender must obtain documentation that is used to calculate the monthly
rental income for qualifying purposes. The documentation may vary
depending on whether the borrower has a history of renting the property, and
whether the prior year tax return includes the income.

Does the Borrower
Have a History of
Receiving Rental
Income from the

Subject Property?

Transaction Type

Documentation Requirements

Yes

Refinance

Form 1007 or Form 1025, as

applicable, and either:

e The borrower’s mostrecentyear
of signed federal tax returns,
including Schedule 1 and
ScheduleE, or

e Copiesofthecurrentlease
agreement(s) if the borrower can
documenta qualifying exception
(see “Reconciling Partial or No
Rental History on Tax Returns”
below)

No

Purchase

Form 1007 or Form 1025, as
applicable, and copies ofthe current
lease agreement(s).

If the property is notcurrently rented,
lease agreements are notrequired and
Form 1007 or Form 1025 may be used.
If there is a lease on the property that
is being transferred to the borrower,
the lender must comply with standard
title insurance requirements (as
outlined in Section 1.16: Title
Insurance ofthe Correspondent Seller
Guide), and Fannie Mae legal
requirements.

No

Refinance

Form 1007 or Form 1025, as applicable,
and copies of the current lease
agreement(s).

Note: If the borrower is not using any rental income from the subject property to
gualify, the gross monthly rent must still be documented for lender reporting
purposes. See the “Primary Residences” and “Investment Properties” subtopics in
the “Occupancy/Property Types” topic previously outlined in this document for

guidance.
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Income, Continued

Rental Non-AUS, continued
Income, e Documenting Rental Income From Property other than the Subject Property
(continued) e Whenthe borrower owns property —other than the subject property — that is rented,

the lender must document the monthly gross (and net) rental income with the
borrower’'s most recent signed federal income tax return that includes Schedule 1
and Schedule E. Copies of the currentlease agreement(s) may be substituted if the
borrower can document a qualifying exception. See “Reconciling Partial or No
Rental History on Tax Returns” below.

e Reconciling Partial or No Rental History on Tax Returns

e In order for the lender to determine qualifying rental income, the lender must
determine whether or notthe rental property was in service for the entire tax year or
only a portion of the year. In some situations, the lender’s analysis may detemmine
that using alternative rental income calculations or using lease agree ments to
calculate income are more appropriate methods for calculating the qualifying
income from rental properties. This guidance may be applied to refinances of a
subjectrental property or to other rental properties owned by the borrower.

e Ifthe borroweris able to document (per the table below) thatthe rental property was
not in service the previous tax year, or was in service for only a portion of the
previous tax year, the lender may determine qualifyingrental income by using:

e Schedule E income and expenses, and annualizing the income (or loss)
calculation, or

¢ Fully executed lease agreement(s) to determine the gross rental income to be
used in the net rental income (orloss) calculation.

If... Then...

the property was acquired during | the lender must confirm the purchase date using

or subsequent to the mostrecent | the Settlement/Closing Disclosure Statement or

tax filing year, other documentation.

e If acquired during the year, Schedule E (Fair
Rental Days) must confirma partial year rental
income and expenses (depending onwhen the
unitwas in service as arental.

e If acquired after the last year filing year,
Schedule E will not reflect rental income or
expenses for this property.

the rental property was out of | ¢ Schedule E will reflected the costs for

service for an extended period, renovation or rehabilitation as repairexpenses.
Additional documentation may be required to
ensure that the expenses supportasignificant
renovation that supports the amount of time
that the rental property was out of service.

e Schedule E (Fair Rental Days) will confirmthe
number of days that the rental unit was in
service, which must supportthe unit being out
of serviceforall ora portion oftheyear.

the lender determines that some | ¢ the lender must provide an explanation and

other situation warrants an justification in the loan file.
exception to use a lease
agreement,

Continued on next page
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Rental Income,
(continued) o

If th

Non-AUS, continued
Calculating Monthly Qualifying Rental Income (or Loss)
To determine the amount of rental income from the subject property that can

be used for qualifying purposes when the borrower is purchasing or
refinancing a two- to four-unit primary residence or one- to four-unit
investment property, the lender must consider the following:

e borrower...

currently owns aprimary residence (or has
a current housing expense), and
has at least a one-year history ofreceiving

Then for qualifying purposes...

There is no restrictionon the
amount ofrental incomethat can
be used.

mal

rental income or documented property

nagement experience

e currentlyowns aprimary residence (orhas | e

e haslessthan one-year history of receiving

Fora primary residence, rental
incomein an amount not
exceeding PITIA ofthe subject
property can be added to the
borrower’s gross income, or

e Foran investmentproperty, rental
income can only be used to offset
the PITIA of the subject property.

a current housing expense), and

rental income or documented property
management experience

e doesnotownaprimary residence, and .
e doesnothavea currenthousing expense

Rental income fromthe subject
property cannotbe used.

The lender must establish a history of property management experience by

obtaining one of the following:

« The borrower’'s most recent signed federal income tax return, including
Schedules 1 and E. Schedule E should reflect rental income received for
any property and Fair Rental Days of 365;

- If the property has been owned for at least one year, but there are less
than 365 Fair Rental Days on Schedule E, a current signed lease
agreement may be used to supplement the federal income tax return; or

« Acurrent sighed lease may be used to supplement a federal income tax
return if the property was out of service for any time period in the prior
year. Schedule E must support this by reflecting a reduced number of
days in use and related repair costs. Form 1007 or Form 1025 must
support the income reflected on the lease.

The lender must document the borrower has at least a one-year history of

receiving rental income in accordance with “Documenting Rental Income

From Property Other Than the Subject Property” above.

Note: This requirement does not apply to HomeReady loans with rental
income from an accessory unit.
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Income, Continued

Rental Income, Non-AUS, continued
(continue